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general consideration of export finance in Australia. 
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CHAPTER I 
INTRODUCTION 
The provision of export credit is playing an increasingly important 
role in international trade. In 1962 and 1963 the amount of net government 
guaranteed medium and long term export credits granted to developing 
countries by O.E.C.D. countries was approximately SUS 500m., compared with 
an annual average of only SUS 200m. in the 1950-55 period.(118) This 
150 
represents an increase of ~per cent compared with an increase of only 
76 ~per cent in the exports of the industrial nations during this period. l 
Between 1960 and 1963, the annual gross flow of new guaranteed export 
credits exceeding five years, as reported to the Berne Union of national 
export credit insurance organisations, increased from SUS 78m. to SUS 709m.(118) 
The growing importance of export credit is also seen in the proliferation 
of organisations established with the main if not sole objective of 
improving credit facilities. This is reflected in Australia by the 
creation in 1962 of the Term Loan Fund and in 1964 of the Export Refinance 
Corporation. In addition to such newly formed institutions, existing ones 
have, in most large exporting nations, been the object of widespread reform 
to liberalise the terms under which export credit and credit insurance is 
granted. Again this is evidenced in Australia in the relaxation of 
conditions under which the Export Payments Insurance Corporation will grant 
guarantees. 
1 
Between 1955 and 1963 the exports of the industrial nations increased 
from SUS 5l490m. to SUS 905l0m. Industrial nations are taken to comprise 
UoS., U.K., Canada, Japan, Belgium-Luxemburg, France, Germany, Italy, 
Netherlands, Sweden, Switzerland. Source (117). 
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Credit transactions on overseas trade are part of the international 
flow of capital and are an important factor in the economic relations 
between the developed and developing nations. Within this context, 
creditor nations must find a balance between, on the one hand, the benefits 
of stimulating both their exports and the import potential of debtors and , 
on the other hand, the dangers of over-subsidising the i r export industry 
and incurring debtors in an unwarranted repayments burden. 
Chapter II of this thesis describes the various ways in which exporters 
can receive payment for their sales. Emphasis is placed on deferred 
payments facilities as they operate in Australia. 
Having established in Chapter II the meaning of export credit and 
how it is provided, Chapter III considers the ways in which the amount of 
credit granted may be measured (either as the credit granted with a 
particular volume of exports or as a flow of funds over a particular period 
of time) and the problems of measuring the value of export credit granted by 
Australia. 
Chapter IV describes the conditions of supply and demand in the goods 
market and In the credit market which determine the amount of credit granted. 
Conditions are examined first under the assumption of perfect competition, 
then with an allowance for market distortions, which may be either natural 
or induced by trade policy in the creditor or debtor nation. The examl-
nation of the supply and demand factors determining the amount of credit 
granted is conducted in terms of the effect of these factors on the length 
of the credit period, that is, the time lag between shipment of exports 
and payment by the overseas buyer. 
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This section is followed by a discussion in Chapter V of the 
allocative and monetary effects on debtor and creditor of granting export 
credit. Particular questions examined are the extent to which allocative 
effects on the debtor are transmitted through the exports or the imports 
of the debtor nation, and the extent to which export credit can be used 
as a general or discriminatory subsidy by the creditor nation. In the 
light of the allocative and monetary effects of granting or receiving 
export credit an attempt is made to assess, in summary form, the costs 
and benefits of export credit and the need for international action to 
co-ordinate the provision of credit. 
As a basis for considering the introduction of likely innovations 
to the Australian system of providing export credit, Chapter VI considers 
the export finance facilities available in other exporting countries. 
Policy implications for Australia are dealt with in Chapter VII which 
takes the conclusions reached in Chapter V together with previous discussion 
of present credit facilities in Australia, Chapters II and III, and the 
facilities available overseas, Chapter VI all into account. After 
attempting, in earlier chapters, to describe and measure the significance 
of credit facilities in Australia, two broad questions are examined: is 
the increased provision of export credit by Australia an appropriate means 
of stimulating exports? if so, are present export credit facilities in 
Australia adequate in comparison with those available overseas, and, to 
the extent that they are not, what improvements could be introduced. The 
question of the adequacy of credit facilities revolves mainly around the 
provision of medium term credit on manufactured goods rather than on the 
7 
provision of short term credit which tends to be provided with consumer 
goods on which returns are more quickly received. The development of 
Australian manufacturing industry is at a point where this subject is 
particularly relevant. Exports of manufactured goods are becoming 
increasingly important in Australia's total exports, having risen from 
0t I 
6 per cent in 1953-54 to 14.5 per cent in 1965-66, yet only 1;13 per cent 
of the production of manufactured goods is exported. The export potential 
of Australian manufacturing industry is thus a key factor in considering 
the adequacy in Australia of export credit facilities. 
CHAPTER II 
PAYMENT TERMS FOR EXPORTS AND CURRENT AUSTRALIAN 
FACILITIES FOR PROVIDING EXPORT CREDIT 
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In the study of monetary phenomena ... we are often compelled 
to embark upon enquiries of a highly technical or legal character. 
For the banker or the lawyer these things are the focus of 
attention . But for the economist, although an exact knowledge of 
them may be essent i al to his purpose, the acquisition of this 
knowledge is e s sentially subservient to his main purpose of 
explaining the potentialities in particular situat i ons, of 
changes in the supply of circulating media. ( 20, page 41.) 
Similarly, in this section, which is concerned broadly with the ways 
In which exporters receive payment for their sales, it will be necessary 
to consider in some detail what may be regarded as simply commercial 
customs. It is within such customs, however, that the principles and 
practice of export finance are embodied. 
THE CLASSIFICATION OF PAYMENTS 
Payment in foreign trade may be made before, at or after the date of 
shipment of the goods concerned. In every case payment is made by an 
importer to an exporter, so that the finance provided can equally well be 
regarded as import or export finance. The term "export finance" is used 
in this thesis to describe all three types of payment. The term 
"export credit" is used specifically with reference to deferred payment 
financed by residents in the exporting country, whether the exporter 
himself or a bank or other lender. The financing of export production in 
the form of pre-shipment finance, because it is not directly relate d to 
the actual terms of payment for exports, does not fall within the category 
of export finance as defined here. Such facilities will be discussed, 
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however, on the ground that their provision is often affected by the 
terms of payment for the transactions which they are designed to promote. 
The timing of payment for exports may thus be classified in three ways~ 
deferred payment, cash payment and pre-payment. 
Deferred payment occurs where the importer, or his bank, pays for 
the purchased goods at a time after the date of shipment. Where such a 
transaction is covered by a bill of exchange which the exporter negotiates 
with the bank, payment is virtually on a cash basis from the exporter's 
point of view. The transaction, however, will still be classed as one of 
deferred payment as the exporter receives prompt payment only because he 
negotiates the bill with a bank which in turn will not receive funds until 
the importer, or his bank, pays for the. goods when the export paper 
matures. That is, the criterion for "payment" is the time at which the 
importer, or his bank, pays for his purchases and not, where this differs, 
the time at which the exporter receives payment. 1 It is customary to 
divide exports sold on credit into three groups: short term credit where 
sales are made on the basis of payment 180 days or less after shipment; 
medium term credit where payment is between 180 days and five years; and 
long term credit where payment is made over a period of more than five 
years after shipment. In this chapter, the question of deferred payment 
will be discussed under the broad headings: "short", "medium", "long", 
that is, in terms of the length of credit offered rather than in terms of 
1 
From the point of view of the exporting country, payment would be 
considered to take place if the negotiating bank in the exporting country 
re-discounted the bill with an overseas bank. This question is of parti-
cular relevance to the problem of measuring the amount of credit extended 
(see Chapter III). 
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the goods for which credit is provided. There is, however, a strong link 
between the length of credit offered and the type of commodity traded, so 
that although discussion will be illustrated only occasionally with 
reference to particular commodities, the separate examination of each 
credit range (short, medium and long) will in its turn be of relevance to 
a clearly defined type of commodity. The length of credit offered tends 
to be greater for the export of capital goods than for consumer goods because 
of the longer time needed for returns to be gained by the importer than from 
the import of consumer goods. The provision of short term credit is thus 
associated with trade in consumer goods and raw materials, that is, with all 
of Australia's principal export commodities. The provision of medium term 
credit is, in turn, associated with trade in light capital equipment such as 
vehicles, certain industrial machinery, and other plant and equipment. Long 
term credit is restricted to the export of large scale capital projects such 
as the construction of hydro-electric schemes. 
Cash payment occurs where the importer, or his bank, pays for the goods 
in question at the time of shipment. This may be effected by means of a 
telegraphic or mail transfer in favour of the exporter. 
Prepayment occurs where the buyer, or his bank, makes a remittance, 
by cable or mail, in payment for the goods at the time of acceptance of the 
order or at some time before the goods are shipped. 
COLLECTION AND FINANCE FACILITIES AVAILABLE IN AUSTRALIA 
This section will cover the various procedures available for the 
collection of payments and, where applicable, the arrangements for the 
provision of funds for deferred payment transact·ons. These two features 
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are closely related and no formal distinction between them will be made. 
Many instruments of collection appear in both cash and deferred payment 
transactions and as it is necessary to consider them in more detail in 
the latter case it will be convenient to discuss this first. 
Deferred Payment: Short Term Export Credit 
At the time when goods are shipped all costs incurred to that date 
and the exporters margin of profit are included in the price. If the 
buyer does not at this stage remit payment to the exporter some party 
must provide finance from the time of shipment until the buyer, or his 
bank, pays. This finance, known as post-shipment finance, is provided, 
broadly, by either an Australian bank, the exporter, a government authority, 
or an Australian non-bank financial in~ermediary. 
Bank Finance 
The drawing of a bill of exchange by the exporter is the method most 
commonly used by exporters as a means of obtaining payment from buyers for 
goods shipped under deferred payment terms. The Australian Bills of 
Exchange Act 1909 - 36 defines a bill of exchange as !'an unconditional order 
in writing addressed by one person to another, signed by the person giving 
it, requiring the person to whom it is addressed to pay on demand, or at a 
fixed or determinable future time, a sum certain in money to, or to the 
order of, a specified person or to bearer." There are three original 
parties to every bill: 
1) the drawer - the person who draws the bill - seller 
2) the drawee - the person to whom the bill is addressed. The 
drawee is not liable on the bill until he has accepted it. 
At this stage he lS known as the accepter, and legally 
binds himself to pay the bill in accordance with his 
acceptance - buyer or importer 
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3) the payee - the person to whom the sum of money for which 
the bill is drawn is to be paid. 
In the case of bank finance the exporter arranges with his bank to purchase, 
or advance against the bill of exchange. Considering the case of purchase 
of a bill, providing the bank is satisfied that the shipping documents will 
allow it to obtain good title over the goods concerned and that the seller 
and the buyer are credit-worthy, it will buy or "negotiate" the bill of 
exchange, paying the seller the face value of the bill at the date presented 
to the bank, less certain charges. The seller is thus able to obtain prompt 
payment for his goods, the bank carrying the finance until the importer 
actually pays for them. As a party to the bill the bank retains a right of 
recourse on the exporter, in the event of non-payment by the buyer, even 
though it handles the documentary collection as a principal on its own account. 
Under the provisions of the Bills of Exchange Act the exporter may negative 
this liability by adding to his signature, as drawer, the words "without 
recourse". For the most part, banks will be prepared to negotiate a bill 
only if recourse is retained upon the exporter. (Under the bill advance 
method the bank takes the bill, possibly for a percentage of its value only, 
as collateral security for a special bill advance. In this case, the bank 
will accept the bill as agent for the exporter and although it will use the 
proceeds, when received, to repay the advance, its recourse in the event 
of non-payment of the bill will be on the exporter as a principal borrower, 
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and not on the bill as such.) Although the description of bank finance 
must be made largely in terms of bank procedure it must be remembered 
that the actual manner in which the banks provide finance to facilitate 
the movement of goods throughout the world is dictated to them, not 
determined by them. "Both payment conditions and credit requirements 
are formulated by the terms of the sales contract between buyer and 
seller, the basic contract in all foreign trade transactions." (12, page 3.) 
Where an Australian bank purchases a bill drawn in an overseas 
currency, the bank charges interest (discount) on the credit facility, and 
commission on the collection facility, both of these being incorporated 
in the rate of exchange. The rate of exchange is thus the applicable (on 
demand or after sight) buying rate for the currency concerned. If the bill 
is in Australian currency interest is charged by the Australian bank, from 
the date of the bill until proceeds reach Australia, at the rate of 5~ per 
cent per annum, and in addition, commission at 1/8 per cent for bills of 
less than $ 125,000. Unless the exporter wishes to pay the interest and 
commission the bill is claused so that they are claimed from the drawee. 
The exporter's contract of sale with the buyer must be clear on this point 
since, if the drawee refuses to pay these charges, the exporter is liable. 
Where an Australian bank advances against a documentary bill, interest 
lS charged on the loan and commission on the collection. 
Charges are also made by the overse~banks concerned for their part in 
obtaining payment of bills. Unless the exporter has arranged with the 
uyer that he, the buyer, will pay these charges, the exporter will be 
called upon to pay them in due course. If the buyer has agreed to pay them 
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the exporter instructs the Australian bank to inform the overseas bank 
that such charges are to be collected from the drawee of the bill. 
It is a disadvantage of the bill of exchange that, even with 
documents attached, the bill does not in itself guarantee payment by the 
buyer, and in the event of default by either non-acceptance or non-payment, 
even though the seller may still retain control over the documents, he has, 
to a certain extent lost control over the goods. The letter of credit ~s 
designed to relieve many of the exporter's consequent anxieties by replacing 
the name and credit worthiness of the overse~buyer by that of an inter-
nationally known bank of sound repute. According to the Banking Commission 
of the International Chamber of Commerce, letters of credit are defined as 
any arrangement, whereby a ba~k (the issuing bank) acting 
at the request and in accordance with the instructions of 
a customer (the applicant for the credit), is to make 
payment to, or to the order of, a third party (the beneficiary), 
or is to authorise such payment to be made or drafts to be 
paid, accepted or negotiated by another bank, against 
stipulated documents. (116) 
From the point of view of the Australian exporter, the details of the 
letter of credit are advised to him, he then draws a bill of exchange for 
the value of the shipment, attaches the documents required, usually a bill 
of lading, invoice and insurance policy, and then presents the bill to an 
Australian bank for negotiation. A bill of exchange drawn with a letter 
of credit will be more readily negotiated than one without. Alternatively, 
if the letter of credit does not require the drawing of a bill of exchange, 
the beneficiary may receive payment on presenting specified documents to 
an Australian bank. A number of variations exist in the way the beneficiary 
may be advised of the details of the letter of credit. The letter of credit 
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may be advised direct by mail to the beneficiary by the issuing bank, 
or the issuing bank may mail it to an Australian bank to be handed to 
the beneficiary - in this case the Australian bank is the advising bank. 
Considering the case where a letter of credit provides for a bill of 
exchange to be drawn the various banks involved will thus be: 
1) Issuing or Opening bank - originates the letter of credit, 
authorising payment, on behalf of the buyer. 
2) Advising bank - informs seller (beneficiary) of details of 
the letter of credit. 
3) Negotiating bank - negotiates the bill of exchange. This is 
not necessarily the advising bank unless negotiations are 
restricted to that bank. 
4) Paying bank - bank on which the bill is drawn. This bank 
need not necessarily be in the buyer's country. Consider, 
for example, the case of an Australian exporter selling to 
a Japanese buyer who authorises the bill to be drawn on a 
London bank. If the bill is drawn on the buyer the issuing 
bank becomes the paying bank. 
The negotiating bank retains recourse on the beneficiary for payments made 
to him until the drawing is paid by the paying bank, unless first, the 
negotiating bank has confirmed the letter of credit (see later), or second, 
the beneficiary has drawn the bill of exchange "without recourse" in terms 
of the letter of credit. 
Where an Australian bank makes payment against documents without a bill 
of exchange being drawn, the Australian bank is the paying bank, and, in 
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normal circumstances, there is no recourse to the beneficiary. Once the 
exporter has received payment he is no longer concerned with any possible 
default on the part of the buyer. This is the concern of the issuing 
bank, the Australian banks' principal to whom it sends the documents and 
from whom it claims reimbursement. 
It has been seen that the functions of issuing and paying, are those 
of the importer's bank, whilst those of advising and negotiating are those 
of the exporter ' s bank. However, the Australian trading banks through 
their London offices, have for many years engaged in the role of opening 
1 tt f d " f B"" h " (27) A d" d f h e ers 0 cre It or rltls lmporters. lsa vantage 0 t is 
practice is that it means that the Australian negotiating bank has no 
other bank's guarantee. The advantage~ of the system from the point of 
view of the U.K. importer are that, first, he is not charged commission by 
the Australian bank and, second, he has access to additional credit if 
that with his own bank is exhausted. Within limits imposed by exchange 
control in Britain, English and continental banks are prepared to open 
credits for as long as 120 days. However, credits opened by Australian 
banks have, by agreement,been limited to 90 days after sight. 
It may be noted that since July, 1963, Australian banks, together with 
banks in the rest of the world, have adopted the Uniform Customs and Practice 
for Documentary Credits, a code produced by the International Chamber of 
Commerce endeavouring to standardise the conditions under which bankers 
interpret documentary credit procedure. (67) 
When an Australian bank has negotiated a bill of exchange on behalf 
of an exporter the method by which the bank obtains reimbursement will 
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depend largely on the country in which the paying bank is situated. When 
a bill is drawn on London the Australian bank will in most cases keep the 
bill in London obtaining payment when the export paper matures. The record 
of this transaction will then be included as part of the London Funds of 
the Australian bank's London branch. If the bill is drawn on a bank in 
New York the Australian bank will usually have its account with the paying 
bank credited to the amount of the matured bill. Finally, if the bill is 
drawn on an eastern country, for example a bank in Tokyo, the Australian 
bank will, in most cases, be asked to debit the Tokyo Bank's Australian 
currency account in anticipation of the paying bank selling sterling to 
the negotiating bank in exchange for $A. 
Sterling and dollar bills drawn under letter of credit can be re-
discounted with discount houses in the U.K., the U.S.A. or Canada, as the 
case may be. An Australian bank wishing to strengthen its cash reserve 
may thus re-discount any such bills, selling the proceeds to the Reserve 
Bank. 
The Australian trading banks and a number of other privileged financial 
institutions have for some time been able to use the Reserve Bank as a 
"lender of last resort" by re-discounting with the Bank non-commercial paper. 
Until 1965 only the trading banks, however, were allowed to re-discount 
commercial paper. Then, in January of ti1at year, it was announced that non-
bank dealers in the short term money market who had last resort arrangements 
with the Reserve Bank were for the first time to be permitted to trade in 
commercial bills where the bills had been accepted or endorsed by a bank. (31) 
It is now possible, therefore, for the trading banks to obtain reimbursement 
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from negotiated bills of exchange by passing them on to dealers in the 
official commercial bills market. In fact, it is understood that the 
Reserve Bank has asked the trading banks to co-operate in giving the bill 
market a reasonable base. However, bank officials were reported as saying 
at the time of the Treasurer's announcement that it was more profitable 
of 
for the banks to hold bills exchange themselves than to pass them on. 
Interest and commission charged by the bank are costs which must be 
allowed for in the price which the exporter quotes. It will be assumed 
in this section that the exporter wishes and is able to pass on such 
costs to the buyer. Through normal costing procedures an exporter can 
ascertain the ex-factory or ex-store price in Australian currency for 
his goods. From this, he can calculate _the export price (elF, FOB etc.) 
in Australian currency. This price does not include interest and commission 
charges. The following example shows a method by which such charges may be 
incorporated in prices when these are quoted in an overseas currency. 
It has been seen that where a price is quoted in an overseas currency, 
interest and commission charges are incorporated in the rate of exchange 
at which the Australian bank buys the overseas currency. The interest 
component of the exchange rate is based on the ruling money market rate 
in the country on which the bill is drawn since this is the rate the 
bank would pay if it either borrowed while the bill was maturing or re-
discounted the bill before maturity. If, now, it is assumed that the 
exporter has calculated his price at $2,000, that the buyer is in Britain, 
and that the price is to be quoted in English pounds, and that the draft 
provides for on demand air mail drawings - the exporter must convert his 
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$A price to sterling at the air mail buying rate and not at the telegraphic 
transfer rate as it is at the airmail buying rate that the Australian bank 
will negotiate the drawing. That is, the exporter must quote a price 
slightly in excess of £800. 
Self Finance By The Exporter 
With self finance, the provision of funds in the period between 
shipment and payment by the overseas buyer is borne by the exporter. Under 
the bills of exchange on collection method, the exporter, instead of 
negotiating the bill of exchange with a trading bank, hands the bill to 
the bank on a "collection" basis and receives payment only when the bill 
matures and proceeds are remitted back to the bank. Where the buyer is a 
branch or subsidiary of the exporting firm this type of finance may be 
appropriate but it means that the exporter must tie up part of his 
financial resources for a considerable period. It must be noted that 
although this method of finance is classed as finance by the exporter the 
Australian bank may be indirectly providing post-shipment finance, if the 
exporter has an overdraft with the bank. 
No interest is charged by the Australian bank in this transaction 
but the exporter must consider whether he is going to charge interest for 
his own account and also the commission charge of the Australian bank. The 
commission charge is 1/8 per cent on transactions up to and including 
$125,000, with 1/16 per cent on any excess over that amount. When fixing 
his price there are good grounds for the exporter quoting the same price 
as if he had negotiated the draft with his bank. Using the same figures 
as used earlier, if the exporter has calculated his ex-factory price as 
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$2,000 and the draft provides for on demand air mail drawings, the £ price 
converted at the on demand air mail buying rate will be slightly in excess 
of £800. However, when the £ proceeds are received they are converted 
into Australian currency at the telegraphic transfer buying rate. The 
exporter will thus receive something slightly in excess of $2,000. In 
this way the cost of interest and commission is passed on to the buyer. 
The example is given in English currency, but the same principle 
applies for prices quoted in other overseas currencies. The exchange rates 
for most other currencies are more liable to vary than those for English 
currency. Exporters may wish to take steps when quoting prices to protect 
themselves against a variation in the exchange rate which may reduce their 
return when proceeds are converted into Australian currency in due course. 
One means is to take out a forward exchange contract with an Australian 
bank. Another means is to include a margin in the quoted price to allow 
for small exchange fluctuations. Most countries, as members of the 
International Monetary Fund are required to state the par value of their 
currencies in terms of gold or U.S. dollars and to maintain their exchange 
rate in normal operations within 1 per cent of either side of the par 
value. Banks are, therefore, able to inform exporters of the possible 
extent an exchange rate may move against them under "normal" economic 
conditions. 
Another case of credit being extended by the exporter arises where 
the contract of sale provides that the buyer is to remit payment for the 
goods through a bank, by air mail or cable, when the goods are received, 
or at a certain time thereafter; or that the goods be sent on consignment 
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with payment to be remitted as the goods are sold. In neither of these 
cases are bills drawn on the buyer. The documents appertaining to the 
goods are handed by the exporter to his bank with instructions to send 
them to an overseas bank for delivery to the buyer, free of payment. This 
method does not favour the exporter, he loses control of the goods and 
relies solely on the credit standing and business integrity of the buyer 
to make payment in due course. 
Interest is not charged by the Australian bank on these transactions 
but again the exporter should consider whether he is going to charge 
interest for his own account by making the necessary adjustment to price. 
The rate of commission charged by the Australian bank is the same as for 
bills on collection. Instructions to collect this commission from the 
overseas party should only be with his consent. 
It has already been seen that bills on collection may be a suitable 
method of financing exports when the exporter is the parent or subsidiary 
company of the overseas buyer. In this situation some export credit 
transactions will be recorded only in the intercompany accounts of the 
companies concerned. It is usual, however, that with any such transactions 
some formal credit instrument such as a bill of exchange or a letter of 
credit will be used. The finance of export credit transactions through 
intercompany accounts is a common practice of those large Australian meat 
exporting companies which have a parent company in the U.K. 
Government Finance 
None of the government marketing boards in Australia provides export 
finance itself. The funds used either emanate from the banks or from the 
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exporters concerned. However, in the case of wheat the method of providing 
credit is closely linked with the operations of the Wheat Board and as such 
may be discussed separately from the previous sections. When wheat is sold 
on credit the grower receives a "first advance" of, at the time of writing, 
$1.10 per bushel on delivery. This lS paid to him by the Wheat Board 
which finances this by means of an advance from the Rural Credits Department 
of the Reserve Bank. From this point the grower must wait until the overseas 
buyer pays the Wheat Board which in turn pays him and at the same time 
repays the loan from the Reserve Bank. 
Non -Bank Financial Intermediaries 
One form of non-bank financial intermediary is the factor. The prin-
cip le of "factoring" is the provision by the factor to the seller of the 
double service of guaranteeing payment by the buyer at a specific future 
da te and making payment to that seller on that future date regardless of 
whether or not the buyer has actually made payment. This pre-supposes 
f i rst-class credit information and the acceptance of responsibility by the 
fa ctor for collecting payment from the buyer, thereby taking over the 
sellers "sales ledger" accounting. Arising out of this the factor may 
make a further facility available to the seller, that is the provision of 
finance to him by making payment immediately instead of at the agreed 
future date. 
The extension of factoring to the export trade calls for close 
local credit control and necessitates the establishment of overse~branches 
of the factoring organisation, usually with a close connection with one or 
more local banks for the purpose of handling collections where bills of 
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exchange are involved. Because of the need to establish overseas branches, 
factors tend to be consortia of a number of companies, for example the 
Bri tish company International Factors Ltd., whose operating company in 
Australia is International Factors (Australia) Pty. Ltd. 
The factoring company working with its overseas branches sets the 
credit limits for overseas buyers, so that when the exporter receives his 
order he can have it approved by the factoring company, and can then make 
shipment knowing that all he will have to do is to send his invoice to that 
company . They will pay him without recourse. Because the factor not only 
provides finance, but credit insurance as well, and because he takes over 
part of his client's management problems, factoring finance is more expensive 
than borrowing from a bank. 2 
In Britain, Confirming Houses playa large part in the export trade 
because of the use made of their services by overseas buyers. In Australia 
the number of Confirming Houses is not large, and their services are not 
as widely used as in Britain's export trade. Since neither in law nor in 
commercial practice is there a definite meaning for the term "Confirming 
House", reference can only be made to some of their methods of operation. 
Confirming houses may, for any transaction, act in one of three ways: 
2 
1) as an export house, acting as a principal responsible for 
purchasing and shipping the goods ; 
2) as an export agent, placing buyer's orders \vith exporters 
but accepting no responsibility for payment; 
3) as an export agent but in addition confirming the order, 
that is, guaranteeing payment to the exporter. 
For a discussion of factoring see (69). 
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The use of Confirming House facilities by an exporter can arise in two 
ways. On the one hand, the Confirming House, having received an order 
from an overseas buyer, may approach the exporter. If the transaction is 
of the type mentioned in 1) or 3) the exporter receives payment at the 
time of shipment and is able to quote his normal price, the Confirming 
Houses' commission charge being met by the buyer. Alternatively, the 
exporter may approach the Confirming House. This could be a request to 
the house to obtain buyers for the exporter's products whose orders they 
will be prepared to "confirm", or an enquiry whether the Confirming House 
would be prepared to "confirm" orders placed through them by the exporter's 
present buyers. Any such orders confirmed by the Confirming House should 
result in the exporter receiving payment for the goods immediately on 
shipment. However, it may be necessary for the exporter to pay the 
commission charges of the Confirming House, unless arrangements can be 
made for them to be met by the buyer. 
Deferred Payment: Medium Term Export Credit 
The provision, in Australia, of finance specifically for medium term 
export credit is a relatively recent development although some of the 
established facilities, mentioned earlier in connection with short term 
credit, have limited application for longer periods. Of these the most 
significant are self-finance by the exporter in the form of intercompany 
accounts, finance arranged by the Wheat Board, and finance provided by 
factoring companies. In general, however, medium term export credit is 
a banking f a ci lity and may tentatively be defined as follows: post-
shipment f inance provide d by a commercial bank in the exporting country to 
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the supplier, enabling him to give his overseas buyer credit terms from 
six months to five years in respect of a specific transaction. (It may 
be noted that where a bank discounts bills rather than advances against 
them this will normally mean that the bills are of less than six months 
maturity. Where bills or promissory notes are of a longer maturity 
finance will be in the main by way of special overdraft liquidated by 
payments received on the due dates of the bills or promissory notes.) 
The provision of finance for medium term export credit depends largely 
on the availability of funds from which the banks can make finance 
available. The provision of such funds in Australia has been boosted 
considerably in recent years by the establishment of two special banking 
facilities: the Term Loan Fund and the Export Refinance Corporation. 
There are five basic features of a term loan transaction:(78) 
maturities of up to ten years; serial rather than lump sum repayment; 
repayment out of future earnings; a written loan agreement; a loan placed 
privately with an institutional lender and not offered for public subscription. 
Under arrangements that were agreed between the Government, the 
Reserve Bank and the trading banks in April, 1962, special Term Loan 
accounts were established with the Reserve Bank by the trading banks. 
Initially, these accounts amounted to approximately $ 114m., representing 
3 per cent of each trading banks deposits. Of this, 1 per cent carne from 
the liquid assets and government securities of the banks and 2 per cent 
from their statutory reserve deposit accounts. Accordingly the required 
S.R.D. ratio was reduced from 12.5 per cent to 10.5 per cent. The accounts 
have been augmented on two occasions and now amount to nearly $ 200m. 
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On the second occasion the Fund was augmented by $ 30m., an amount 
equivalent to 1 per cent of the trading banks' deposit liabilities at 
that time. One third of the additional finance was provided out of the 
\ bank s own resources during the June quarter of 1964, two thirds by the 
transfer in July 1964 out of the bank's statutory reserve deposits. 
Concurrent with the establishment of the Fund the minimum ratio of liquid 
assets and government securities of each bank to its total deposits was 
raised from 16 per cent to 18 per cent. 
The establishment of the Fund carne with the recognition of the 
need for lending for export credit on moderately long terms and also on 
fixed terms "neither of these requirements being adequately served by 
the overdraft system which had hitherto been the typical and predominant 
form of bank finance in Australia". (102) Finance is made available, 
generally, for the export of capital goods and in some cases for acti-
vities associated with the supply of capital goods, such as installation 
costs where the installation of heavy equipment may be a sizeable item. 
Loans are made for fixed periods and are amortised by regular instalments. 
As a general rule they are for a period not less than three years and not 
usually more than eight. Thus the provisions of term lending do not 
correspond exactly to the requirements of medium term credit as the 
granting of credit between six months and three years is not catered for 
whilst the shorter end of long term credit is encroached upon. No stipu-
lation is made about the actual size of loans which may be made. The 
requirements for the interest charges were, at the outset, similarly 
imprecise: "it is intended that the broad pattern (of interest rates) 
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will be consistent with overall interest rate policy as determined from 
time to time". (102) In October, 1962, a more specific indication was 
given when it was announced by the Treasurer during the debate on 
Treasury estimates for 1962-63 that the trading banks were permitted, 
at that time, to charge a range of rates up to a maximum of 7 per cent 
per annum. 
It is difficult to assess the extent to which the Term Loan Fund 
is used to finance exports as it is also designed to assist the 
development of rural industry and separate figures are not published for 
each of these uses. Suffice it to say that the Fund makes a considerable 
sum of money available for the promotion of capital goods exports and in 
so doing helps trading banks to provide for their other lending. 
With the support of the Reserve Bank the eight major Australian 
trading banks3 in February, 1964, formed the Australian Bankers Export 
Re-finance Corporation Ltd. This institution was established to supplement 
resources, including the Term Loan Fund, already available to the banking 
system for the financing of exports. It was established particularly to 
strengthen the capacity of the banking system to finance the export of 
capital goods for which extended credit could justifiably be provided. 
Thus, like the Term Loan Fund, the Corporation was not designed specifically 
to meet the needs of medium term credit, but like the Fund it is in this 
sphere rather than that of long term credit that is is utilized most fully. 
3 
Australia and New Zealand Bank Ltd., Bank of Adelaide, Bank of N.S.W., 
Commercial Bank of Australia Ltd., Commercial Banking Co. of Sydney Ltd., 
Commonwealth Trading Bank of Australia, English, Scottish and Australian 
Bank Ltd., National Bank of Australasia Ltd. 
way: 
The Corporation has funds of $ 40m. provided in the following 
$ 2m. paid up capital contributed by the major trading banks 
$ 2m. fixed loan from the Reserve Bank 
$ 20m. contributed as required by loans from the major banks as 
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the needs of the Corporation build up, each bank contributing 
an amount relative to its size as measured by its deposits. 
$ 10m. borrowed on a long-term basis at approximately 5 per cent 
from other institutions and a 
$ 6m. line of "last resort" credit from the Reserve Bank. 
The Corporation does not deal directly with exporters but provides assis-
tance to individual banks, thus enabling very large or extended export 
transactions to be handled without undue strain on a bank's resources. 
As the actual lending to exporters and the risks attached are still borne 
entirely by the individual trading bank in each transaction, the formation 
of the Re-finance Corporation has not in itself eased the standards applied 
in assessing propositions from bank clients. 
According to the export financing needs of each bank, regardless of 
its size in other respects, it can apply for funds from the Corporation. 
Consequently an exporter whose particular bank has a weak liquidity 
position need not find himself penalised. 
Deferred Payment: Long Term Export Credit 
Long term credit may conveniently be divided into that involving terms 
of five to ten years, and that covering terms beyond ten years. The five 
to ten year terms are those generally granted to developing countries for 
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the purchase of manufactured producer's goods. For most transactions 
they amount, in effect, to extensions of medium term credits. Terms 
over ten years generally relate to sales of project development 
equipment, such as for steel mills, and the sales are usually arranged 
under a government to government credit. 
In Australia there are three main sources of finance for credit 
of this length; first, the occasional case of intercompany account 
financing between an Australian company and an overseas affiliate; second, 
loans from the Term Loan Fund up to a period of eight years "or possibly 
a little longer", (102) and, third, loans financed from the Re-finance 
Corporation. 
Cash Payment 
The usual method of effecting a cash payment is for the buyer to 
remit payment by telegraphic transfer (cable) at the time of shipment. 
Where there is participation in the transaction by a bank in the exporter's 
country, bank charges will vary according to whether payment is made in 
Australian or an overseas currency. It will be assumed that the exporter, 
through normal costing procedure, has calculated his ex-factory, or ex-store 
export price as $ 2 ,000, that the buyer is in the U.K. and that the price 
is to be quoted in English pounds. When the buyer is paying for the goods 
at the time of shipment by clean remittance the £ price is obtained by 
applying to the $A price the telegraphic transfer buying rate, that is 
$ 250 = £100. The exporter will then quote £800. If the buyer has esta-
blished a letter of credit in English currency providing for drawings 
to be negotiated at the telegraphic transfer buying rate by the Australian 
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bank, a commission charge of 1/8 per cent (up to $ 125,000 and 1/16 per 
cent on the excess) is charged to the exporter. 
On the other hand, the exporter may receive payment from the buyer 
in Australian currency. In the case of a clean remittance, the exporter 
simply receives the face value of the quoted export price which in this case 
is $2,000. Where a letter of credit is drawn by the overseas buyer the 
Australian bank's commission charge is claimed by the Australian bank from 
the issuing bank. Also the interest charge of the Australian bank is usually 
paid by the importer. 
Prepayment 
The simplest method of payment from the exporter's point of view is 
remittance, by mail or cable, in payment _for the goods by the buyer or his 
bank at the time of acceptance of the order, or at some time before the goods 
are shipped. 
Generally, this method is not likely to be favoured by the buyer, except 
perhaps when the buyer is an overse$affiliate of the exporter or urgently 
requirffi the goods and the exporter is in a position to dictate the terms of 
sale. The buyer may make remittance by either, purchasing a draft from his 
bank payable to an Australian bank and mailing it to the exporter, or by 
arranging through his bank for an Australian bank to be instructed by mail 
or cable to pay the exporter, that is, by mail transfer or telegraphic 
transfer. 
The rates charged by the bank for commission are broadly the same as 
for cash transactions. 
Pre - Shipment Finance 
As the name indicates pre-shipment finance represents finance provided 
to the exporter before the date of shipment and before the time of payment 
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by the importer or the importerrs bank. As the provision of pre-shipment 
finance is not directly related to the time of payment by the importer, or 
his bank, it falls into a separate category from the three classes of payment 
discussed above. However, in three of the four cases of pre-shipment 
finance to be considered the form which the finance takes results directly 
from the method of payment for the ensuing export shipment. 
In certain circumstances, depending upon the standing of the parties 
concerned and their commercial relationship, the exporter may be able to 
obtain the assistance of the buyer in obtaining pre-shipment finance. One 
method is for the buyer to establish a Red Ink Clause letter of credit which 
is a normal letter of credit containing a special clause authorising the 
advising bank in Australia to make an immediate payment to the beneficiary. 
The clause may provide for the payment to be for the total amount of the 
letter of credit or some lesser amount, and, in effect, is an overdraft 
granted to the beneficiary guaranteed by the buyer. With the funds made 
available the beneficiary is able to purchase the goods and make shipment. 
After shipment the beneficiary makes a drawing under the letter of credit 
and the proceeds are applied to repaying the Red Ink Clause loan. Red Ink 
Clause letters of credit are used mainly in the wool trade, but they can be 
used for other commodities. 
Red Ink Clause financing is important in Australia because of the need 
for such a facility in the wool trade with its particular form of market 
organisationo There are four main parties concerned with the production 
and distribution of wool: the grazier, the selling broker or supplier, the 
buying broker or exporter, and the overseas principal or buyer. The selling 
broker, acting as an agent for the grazier, does not buy the wool from the 
grazier but handles it for him until it is auctioned. The wool is then bought 
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at auction by the buying broker, usually on behalf of an overseas principal. 
The buying broker must pay for his purchase within a "prompt period" of 
sixteen days after auction and the money is then handed via the selling 
broker to the grazier. Pre-shipment finance is thus required by the buying 
broker, often a small operator, to enable him to pay for the wool which he 
will subsequently export. 
In so far as pre-shipment finance means any method by which an exporter 
pays the supplier, prior to shipment, for goods to be exported, two other 
methods may in certain circumstances be available to the exporter; these are 
Back-to-Back letters of credit and Transferable letters of credit. In the 
export field these methods are more suited to entrepot business where the 
exporter buys goods in a country other than Australia and sells them to a 
buyer in another country. This type of business is little developed in 
Australia at present. 
When an irrevocable letter of credit is established in an exporter's 
favour covering shipment of specified goods, he may be able to arrange with 
his bank for a letter of credit, called a Back-to-Back or counter credit, to 
be issued by them in favour of his supplier. The special feature of the 
counter credit is that it is based on the original credit and calls for 
documents, evidencing the despatch overseas of the goods concerned, which can 
be utilised by the exporter to make drawing under the original credit. The 
exporter substitutes his own invoices for those of the supplier, which would 
show a lower price for the goods. The disadvantage of this procedure from 
the exporter's point of view is that the supplier must make shipment of the 
goods, and, if the exporter wishes to conceal the name of the ultimate 
buyer from the supplier, and the supplier's name from the buyer, to avoid 
a possible loss of business, great care is necessary. 
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Another form of pre-shipment finance are Transferable credits established 
in an exporter's favour, covering shipment of specified goods. This facility 
is somewhat similar to Back-to-Back credits. A Transferable credit, however, 
carries the authorisation of the issuing bank for the advising bank to 
transfer it to another beneficiary if so instructed by the original benefi-
ciary. If the credit is transferable and divisible it may be transferred to 
a number of beneficiaries in varying amount subject to the individual amounts 
transferred not exceeding the total amount of the credit. 
It may be noted that there is a danger with Back-to-Back and Transferable 
credits that they may induce the exporter to indulge in business the size of 
h · h . f . h' . 1 ( 83 ) w lC lS out 0 proportlon to l S own caplta resources. 
A type of pre-shipment finance which is not related to the method of 
payment used in export transaction is the temporary advance to wool buyers 
made by the Reserve Banko As defined in the Reserve Bank's Statistical 
Bulletin these advances are to be regarded as temporary finance for the 
purchase of wool in Australia pending transfer to overseas or local principals. 
THE SIGNIFICANCE OF EXPORT CREDIT INSURANCE 
The Commonwealth Government established in 1956 the Export Payments 
Insurance Corporation. The Corporation, which commenced operations in 1957, 
is designed to promote Australian export trade by providing insurance against 
certain risks arising out of that trade not normally insured with commercial 
insurers. 
The major significance of export credit insurance from the exporter's 
point of view derives from the fact that it represents added security for 
the purpose of obtaining loans. At the request of an exporter the Corporation 
will pay the nominated Australian trading bank the proceeds of any claim. 
In 1959 the trading banks recognised that the collateral value of the 
Corporation's policies was suitable security and stated that they 
considerably reduced the risks involved in export trade and 
thus can assist an exporter in obtaining such finance as he 
requires. In allocating their funds available for lending, 
banks give a high priority to the needs of their export 
customers and will always give special consideration to those 
where credit insurance is available. (98 page S) 
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On its establishment the Corporation was authorised to assume liabilities 
under policies given to exporters to a maximum of $ SOm. at anyone time. 
However, it was apparent after two years operation that this limit might prove 
insufficient to accommodate business already insured, business then under firm 
offer of cover and prospective business to which the Corporation was committed 
if outstanding contract tenders were successful. Accordingly, in March 19S9, 
Parliament increased the statutory limit from $ SOm. to $ 100m. and at the same 
time increased the Corporationrs capital from $ 1m. to $ 2m. The Corporation 
follows closely the pattern of the United Kingdom's Export Credits Guarantee 
Department, which was formed in 1919 and substantially re-organised in 19 26. 
EoP.I.C. is an autonomous public corporation and like E.C.GoD. is guaranteed 
by the Government and expected to operate on a no-loss, no-profit basis. 
Another fundamental feature is the Consultative Council which may advise on 
matters of principle and major policy issues, but not on individual transactions 
or the general running of the Corporation. 
Over 90 per cent of E.P.I.C. business lS transacted under two types of 
Comprehensive Policy, these being, Comprehensive Policies (Shipments) and 
Comprehensive Policies (Contracts). A Contracts policy protects the exporter 
from the time he enters into his contract until payment is made. The Shipments 
policy protects the exporter from the date of shipment only. Three other types 
of policy may be noted, first, the Capital Goods Policy which covers capital 
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goods sold on terms of payment which may extend to five years or longer after 
shipment; second, the External Trade Policy under which cover is provided 
where Australian exporters supply goods from a foreign country. This is con-
ditional upon the goods not being competitive with Australian produced commo-
dities. Third, "National Interest" policies which may be made following 
government approval in cases where the prospective business is beyond E.P.I.C.'s 
authority to accept, or would not be undertaken in the normal course of business, 
but is considered worthy of support in the national interest. 
E.P.I.C. covers the commercial risks of insolvency, protracted default, and 
failure or refusal to accept goods after shipment. Also covered are the poli-
tical risks of exchange transfer delays, cancellation of a valid import licence, 
imposition of new import restrictions, war, revolution, and any other cause 
beyond the control of the buyer - seller, not otherwise insurable. During the 
last two years for which figures are available protracted defaults on payment 
"d (24 page 11) 
accounted for over 75 per cent of total claims pal . The percen-
tage cover provided varies depending upon circumstances. (See Table II-I, p.36). 
In addition to the facilities already mentioned, the Corporation, by an 
amendment to its authority made in August 1964, is now able to issue guarantees 
d irect to lending institutions financing export sales on extended credit. 
The amendment initially affected cover granted for the export of capital and 
semi-capital goods for which the contract price was not less than $ 200,000, 
and for which some portion of the contract involved a credit period of not less 
than two years. By legislation passed in September 1965, the minimum value of 
export transactions on which E.P.IoC. can provide guarantees was reduced from 
$ 200,000 to $ 50,000. At the same time the rang e of goods eligible for 
guarantees was widened to include manufactures as well as capital and semi-
capital goods.(3 2) Apart from the above stipulations an unconditional guarantee 
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TABLE 11-1 
E.P.IoC. COVER 
Cause of Loss 
1) Insolvency of private buyer 
2) Protracted default on payment 
by private buyer 
3) Default on contract by solvent 
private buyer 
4) Political and transfer risks 
5) Risks in failure or refusal of 
performance of contracts with 
overseffi governments 
6) Other risks (not within the 
control of the exporter) 
Maximum % of Cover Provided 
85% 
85% 
Exporter bears first loss (15% of gross 
invoice value) E.PoI.C. bears 85% of 
balance of loss (with maximum of 40% of 
gross invoice value). 
90% in pre-shipment period. 95% in post-
shipment period. 
JI 
JI 
Source: (24) 
will be granted by EoPoI.C. only when two further conditions are fulfilled; 
first, the Corporation must have the right of recourse against the exporter 
in the event of non-payment for a cause not covered by a Standard Policy, and 
second, the lending authority must have given the exporter a letter of 
facility, promising finance. 
It has been seen that with a Standard Policy the percentage of indemnity 
is, broadly speaking, 85 per cent for commercial risk and 95 per cent for 
political risk. With an unconditional guarantee the initial indemnity is 
limited to 90 per cent but is increased to 100 per cent at the conclusion of 
two years satisfactory performance. 
Unconditional guarantees, by providing the lending authority with 100 
per cent security after two years, enable the exporter to obtain more easily 
bank finance for export credit. 
In Chapter VII, the adequacy of the facilities described in Chapter II 
will be discussed in relation to the facilities available overseas and to 
the likely effects, on the creditor nation, of providing export credit. 
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CHAPTER III 
A QUANTITATIVE ASSESSMENT 
Because of problems of definition and data availability it is not 
possible to obtain an accurate, comprehensive measure of the quantitative 
importance of credit granted with Australian exports. In principle 
the significance of credit on exports can be estimated in terms of either, 
the "value of trade credit" or the "flow of trade capital" where, broadly, 
the value of credit is the amount of credit granted with a particular 
export transaction, or series of transactions, abstracting from repayments 
for earlier credit transactions, and the flow of trade capital is the 
difference between all export earnings received in a given period and the 
value of exports shipped in the same period. A measure of the value of 
credit granted with Australian exports using a "general approach" based on 
the Balance of Payments Ticket Figures collected by the Reserve Bank is 
found to be unattainable. The Ticket Figures are inadequate as they define 
cash transactions in such a way as to exclude from the value of credit that 
part financed by the banks discounting bills of exchange, whilst the banks 
themselves are not able to furnish the necessary information in respect 
of this contribution to the value of credit granted. An alternative 
"aggregative approach" to measuring the value of credit, entailing an 
examination of the payment terms granted with particular export commodities, 
or classes of export commodity, f;raunders because although it is possible 
with some export goods, for example wool, to determine the credit terms 
under which the commodity, as a whole, is exported, for many exported 
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goods, for example industrial machinery, credit terms offered are not 
known and would not be made available without obtaining details of the 
credit terms for every individual export transaction in this category 
of exports. A different "aggregative approach" based on the terms offered 
to particular importing countries, rather than on the terms offered with 
particular export commodities, is for obvious reasons even less satisfactory 
than the commodity approach. 
Attempts to measure the flow of trade capital between Australia and 
her overseas markets are subject to similar difficulties. 
The main factor preventing the satisfactory estimation of the importance 
of credit granted on Australian exports, whether in terms of the value of 
credit or the flow of trade capital, is the lack of data on bank finance. 
The lack of this information is due, largely, to the evolution of the 
system by which the banks finance exports. The success of the system has 
not been impeded by lack of statistics concerned specifically with the timing 
and flow of payments for exports, and because no provision has been made for 
collecting this information the problems of extracting relevant figures are 
now insuperable. 
In this chapter an account will be given of the alternative approaches, 
to measuring the significance of credit on exports, then the limited amount 
of information available in respect of credit granted on Australian exports 
will be assembled and the problems of obtaining further information discussed 
in some detail. 
AL TERNATIVE WAYS OF MAKING A QUANTITATIVE ASSESSMENT 
Two items can be the object of assessment: the value of export credit 
granted or received and the flow of trade capital, as described above. The 
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two approaches will be contrasted and a series of hypothetical cases 
presented to show that the measure of export credit received or granted 
in itself tells nothing of the flow of trade capital. (See Table 111-1, p.40) 
In Case A, forty of the total exports are paid for at the time of 
shipment, that is, they are cash payments. For the remaining exports, 
payment is deferred by three months. The average lag in payment, or 
credit period, will thus be 1.S months: 
1) 
Exports 
40 
60 
100 
2) 
Terms 
o months 
3 months 
Credit Period = 180 = 1.8 months 
100 
1) x 2) 
o 
180 
180 
When expressed as a proportion of 12 months and applied to the figure for 
exports, the length of the credit period provides the measure of the value 
of export credit: 
100 1.8 
12 
= 15 
Because in Case A the export shipments which make up the total of 100 are 
spaced evenly throughout the year and, because the same deferment terms 
are given for each export shipment, the value of export credit, 15, is 
equal to the outflow of trade capital. 
In Case B the length of the credit period lS also 1.8 months and the 
value of export credit therefore 15. However, the outflow of trade capital 
is only 7.5 owing to the fact that export shipments are concentrated at the 
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TABLE 111-1 
THE RELATIONSHIP BETWEEN THE VALUE OF EXPORT CREDIT AND THE now OF CAPITAL 
CASE A 
Year 1 Year 2 
First Second Third Fourth First Second 
Quarter Quarter Quarter Quarter Total Quarter Quarter 
Exports 25 25 25 25 100 
Receipts: 
Cash 10 10 10 10 ) 85 
) 
3 mths. terms 15 15 15 ) 15 
CASE B 
Year 1 Year 2 
First Second Third Fourth First Second 
Quarter Quarter Quarter Quarter Total Quarter Quarter 
Exports 50 25 12 .5 12 05 100 
Receipts: 
Cash 20 10 5 5 ) 92.5 
) 
3 mths. terms 30 15 7.5) 7.5 
CASE C 
Year 1 Year 2 
First Second Third Fourth Total First Second 
Quarter Quarter Quarter Quarter Quarter Quarter 
Exports 25 25 25 25 100 
Receipts: 
Cash 10 10 10 10 ) 
3 mths 0 terms 15 ) 55 
6 mths. terms 15 15 
12 mths. terms 15 
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TABLE 111-1 
THE RELATIONSHIP BETWEEN THE VALUE OF EXPORT CREDIT AND THE FLOW OF CAPITAL 
CASE A 
Year 1 Year 2 
First Second Third Fourth First Second 
Quarter Quarter Quarter Quarter Total Quarter Quarter 
Exports 25 25 25 25 100 
Receipts: 
Cash 10 10 10 10 ) 85 
) 
3 mths. terms 15 15 15 ) 15 
CASE B 
Year 1 Year 2 
First Second Third Fourth First Second 
Quarter Quarter Quarter Quarter Total Quarter Quarter 
Exports 50 25 12.5 1205 100 
Receipts: 
Cash 20 10 5 5 ) 92.5 
) 
3 mths. terms 30 15 7.5) 7.5 
CASE C 
Year 1 Year 2 
First Second Third Fourth Total First Second 
Quarter Quarter Quarter Quarter Quarter Quarter 
Exports 25 25 25 25 100 
Receipts: 
Cash 10 10 10 10 ) 
3 mths 0 terms 15 ) 55 
6 mths. terms 15 15 
12 mths. terms 15 
beginning of the year. 
In Case C the length of the credit period is 4.05 months: 
1) 
Exports 
40 
15 
30 
15 
100 
2) 
Terms 
0 months 
3 months 
6 months 
12 months 
Credit Period = 405 = 4.05 months 
100 
1) x 2) 
o 
45 
180 
180 
405 
The value of export credit is therefore 33.75 (that lS 100 • 4.05). 
12 
41 
This contrasts with the outflow of trade capital of 45 because various 
export shipments receive different terms. 
The value of credit and the flow of trade capital will be the same 
only when three conditions prevail: shipments of exports are spaced 
evenly throughout the period, the same deferment terms are given for 
each export shipment, no payments are received for exports of previous 
periods. 
Each of these measures, the value of credit and the flow of trade 
capital, although related to the other, is quite distinct and accordingly 
has its own usefulness. Th e value of credit which takes into account only 
the receipts from the exports of a given period is a measure of the benefit 
derived by the importer or by the exporter, when particular payment terms 
are attached to these exports. The measure may be applied to particular 
cases to show, with deferred payments, the extent to which the exporting 
country offers payment terms beneficial to particular importers or the 
importers of particular commodities. The degree of credit offered with a 
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given level of exports will depend on the length of the credit period. 
This in turn will depend upon the conditions of supply and demand in the 
goods market and the credit market. The relative importance of these 
factors will be considered later. 
In the three hypothetical cases it was assumed that no payments 
were received for exports of earlier periods. Such payments will, in fact, 
be a major contributor to the flow of trade capital. From the measure of 
the flow, the overall effect of deferred and prepayments may be observed. 
Thus there can be an inflow of capital even though the value of credit 
granted is positive. The flow of capital will depend upon four influences: 
the level of exports, the length of the credit period, the spacing of export 
shipments, the constituents of the length of the credit period. 
It it is assumed that exports in Period 1 are 200 and in Period 2, 
400, that the length of the credit period is six months, that export 
shipments are spaced evenly and that all export shipments receive the same 
deferment terms, then the outflow of trade capital in Period 2 will be 100. 
The value of exports will be 400 and receipts will comprise 100 from the 
exports of Period 1 and 200 from the exports of Period 2. If now each of 
of these conditions is changed leaving the other three unaltered it can be 
seen that the flow of capital in Period 2 will also change. Firstly, if 
exports in Period 2 are taken to be 100 there will be an inflow of capital 
of 50, with receipts in Period 2 comprising 100 from exports in Period 1 and 
50 from exports in Period 2. Secondly, given exports of 400 in Period 2 
the outflow of capital will rise to 300 if the length of the credit period 
for the exports of Period 2 is increased from six to twelve months. Thirdly, 
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if the exports of Period 2 are spaced so that 300 is shipped in the first 
six months, given a credit period of six months, the outflow of capital 
in Period 2 will be nil. Finally, if exports of 300 receive cash payment 
and 100 deferment terms of twelve months, the credit period will still 
be six months but the flow of capital will be zero. 
PROBLEMS OF MEASURING THE VALUE OF CREDIT GRANTED WITH AUSTRALIAN EXPORTS 
General Approach 
The Reserve Bank compiles a monthly tabulation form(106) which breaks 
down receipts for exports by transaction and by months of shipment. Within 
the limits imposed by the definition of "receipts" an approximation can be 
made of the length of the credit period for the exports of a given period 
and from this approximation a partial measure of the value of export credit 
granted with these exports. 
Table 111-2 shows the monthly receipts for the exports of 1962-3 
classified by month of shipment. Thus for the $ l43.6m. worth of goods 
exported in July 1962, payment of $ 0.8m. was received in the month prior to 
shipment, $ 8l.0m. in the month of shipment, $ 44.0m. in the month after 
shipment, $ 8.0m. two months after the month of shipment and so on. Two 
features of the table are immediately apparent; first, the preponderance 
of receipts in the month of shipment, second the absence of any deferred 
payment in excess of twelve months from the month of shipment. From the data 
in Table 111-2 an estimate may be made, as in Table 111-3 of receipts classed 
according to the terms of payment. There are, unfortunately, many receipts 
for which the date of shipment is not known. If it is assumed that the terms 
of payment for this amount are proportioned in the same way as for the receipts 
in Table 111-3 then the length of the credit period can be calculated. 


1) 
Exports 
$m. 
0.4 
2.2 
18.4 
106302 
474.6 
128.2 
42.4 
4002 
2604 
2404 
2002 
21eO 
1865.4 
2) 
1 Terms 
months 
- 3 
- 2 
- 1 
o 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
Credit Period = 1622.8 
1865.4 
1) x 2) 
- 102 
- 404 
-1804 
o 
474.6 
256.4 
12702 
160.8 
13200 
14604 
141.4 
168.0 
20.0 
17.6 
2.4 
1622 .8 
2 
= 0.87 months 
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This figure can now be applied to the total figure for exports in 1962-63, 
(93 August 1964) . $ 2152m. to glve a measure of the value of export credit 
granted with exports in 1962-63 of $ 156.0m. 
It has been assumed implicitly so far that the words JJpayment" and 
"receipt" are synomymouso This is not so. Where financial intermediaries 
1 
Minus sign denotes prepayment. 
2 
This figure will be understated to the extent that some receipts are 
classed as "cash" (because receipt is in the same month as shipment) which 
will in fact have entailed credit terms of up to one month o 
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operate in the field of export finance the exporter may receive payment 
by, for example, discounting a bill of exchange with his bank, before the 
overseas importer or his bank makes payment upon maturity of the bill. 
The receipts in Tables 111-2 and 111-3 refer to receipts by the exporte~. 
Since the tickets from which these tables are compiled record a receipt 
when a bill is discounted with an Australian negotiating bank,a proportion 
of the amount shown as receipts in the month of shipment will not represent 
the time of payment by the importer. This means that the figure calculated 
for export credit granted for exports of 1962-63 represents only that granted 
by exporters and other institutions which did not use bank discounting 
facilities. Thus, using the figures from page 46 and abstracting from bank 
discounting,for the exports of 1962-63, approximately 57 per cent were paid 
for in the month of shipment, 1 per cent were covered by prepayment, 40 per 
cent by short term credit and 2 per cent by medium term credit. 
As the object of this exercise is to measure the value of export credit 
given or received as a result of divergences between the time of shipment of 
exports and the time of payment by the importer for these goods it ~s 
necessary to know the proportion of receipts which, as a result of bank 
discounting, do not correspond to the time of payment and then to ascertain 
the value of credit granted or received by the banks. However, owing to the 
lack of information on the volume of bills discounted by the Australian 
trading banks it is not possible to estimate the value of credit granted or 
received by these institutions. A figure for the total value of export credit 
for all Australian exports in anyone period is not obtainable from a general 
approach using the Balance of Payments Ticket Figures. 
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Aggregative Approach: By Export Commodity 
An alternative approach to measuring the value of credit granted with 
Australian exports is to calculate credit granted with particular export 
commodities and then aggregate. This approach can be employed satisfactorily 
for some commodities, for example wool, but not for all. It is considered 
that the payments for exports of wool from Australia are proportioned as 
3 follows: 80 per cent under Letter of Credit, 10 per cent on Consignment, 
and 10 per cent cash against documents. Letter of Credit and consignment 
transactions will involve credit terms of from 60 to 90 days. If it is 
assumed that the average terms will be 2~ months, the length of the credit 
period, given 10 per cent cash payments, will then be 2.25 months o Applied 
to the figures of wool exports for 1962-63(95)this makes the value of credit 
extended $ l42.2m. This will represent partly bank finance and partly self 
finance by the exporter. It should be noted that where finance is by bill 
of exchange discounted with a bank, if the Australian negotiating bank 
decides to rediscount the bill with a bank in another country the financing 
will cease to be the responsibility of an Australian institution and any 
amounts involved should not be regarded as comprising export credit as 
defined here. In this respect the figure of $ l42.2m. may be slightly 
overstated. 
Export credit terms for wheat sales to mainland China have been well 
publicised. However, because payment frequently was made well before the 
3 
For this information I am indebted to Mr G. Parle of the Bank of NoS.W. 
Royal Exchange Branch, Sydney. 
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due date, only approximations can be obtained of the value of credit granted. 
Credit extended for wheat exports is not financed by bills discounted with 
Australian trading banks and details of it therefore will be included in 
the ticket figures. The terms of payment for wheat sales to China in 
1962-63 were 10 per cent cash, 20 per cent after six months, 20 per cent 
after nine months and 50 per cent after twelve months, giving a credit period 
of 9.0 months. Applied to the figure of wheat exports to China in 1962-63 
this makes the value of credit granted $ 78.6m. It is known however that 
payments were made well within the limit set by the terms of the Wheat Board 
so that this figure considerably overstates the value of credit granted 0 
Thus in Tables 111-2 and 111-3 there are no substantial amounts received 
twelve months after shipment. Although details of the timing of payments 
by China are shown in the ticket figures, they are not available for publi-
cation. 
With the notable exception of the sales to China there have been only 
three previous cases of credit facilities being granted for the export of 
wheat products. In 1955 exports valued at $ 3.2m., were made to Poland, 
payment being made in six equal quarterly payments. In 1956 Rumania was 
granted twelve months credit, and in 1960 a similar arrangement was made 
for the sale of flour to Egypt. 
In the case of exports of meat and fruit information on the "usual" 
credit terms offered are not as accessible as for wool and wheat. Meat 
and fruit present a contrast in that, in general terms, meat is sold on 
credit terms (on consignment for export to the UoK. where the market is 
well established and the importers are often parent companies of Australian 
50 
subsidiaries; under letter of credit to Japan and the UoSoA.) whilst it 
is not usual for fruit to be exported on credit terms. 
Exports of manufactures are even more difficult to accommodate within 
the aggregative approach as no standard payment terms are applicable, 0ther 
than the general condition that exports of a capital nature will be covered 
by medium term rather than short term credit,) and details for individual 
transactions are unavailable. 
Use of Export Credit Insurance Data 
Some indication of the importance of the value of credit may be obtained 
from statistics on export credit insurance. 
An increasing proportion of Australian exporters when granting deferred 
payment terms are taking out insurance policies with the Export Payments 
Insurance Corporation. The number of policy holders has increased from 199 
(100) 
at June, 1961, to 436 at June, 1964. The total face value of policies 
current at June 1964 was $ l27.4m. The use of any figures associated with 
E.P.I.C. activities involves two limitations. First, any increase in EoP.I.C. 
business will partly reflect a greater proportion of exports already sold on 
credit terms being covered by E.Po1oCo guarantees. Only a part of the 
increase will represent an increasing tendency for export payments to be 
deferred . Second, in the absence of details of the length of the credit 
period, E.P.IoCo figures will not furnish an estimate of the value of export 
credit granted. The figures may be employed most usefully to show the way in 
which the business of the Corporation is divided according to the commodities 
being exported and the countries which are importing the goods. (See Tables 
111-4 and 111-5, p.52 ). 
51 
In 1963-64 seven contracts totalling $ 6.2m. were secured in Egypt, 
Malaysia, Philippines, Taiwan and Thailand for capital and semi-capital 
goods. With reference to Table 111-4, the relatively low figure for 
credit cover on meat exports may be taken to reflect the fact that credit 
insurance is not sought by exporters owing to the long established trading 
relationships in much of the meat industry. The low figure for wheat is 
due in part to the fact that sales of wheat to China were not insured by 
E.P.I.C. The absence of fruit in the list may be taken as evidence of the 
general absence of credit transactions in this commodity. 
The large percentage indicated in Table 111-5 of E.P.I.C. insured exports 
destined in S.Eo and E. Asia reflects partly the need for deferred payment 
facilities by importers in these areas but also, and as a corollary of this,' 
the fact that a larger proportion of export transactions with these areas 
are insured than are the deferred payment transactions with more stable 
markets. 
PROBLEMS OF MEASURING THE FLOW OF TRADE CAPITAL BETWEEN AUSTRALIA AND 
HER OVERSEAS MARKETS 
One approach to measuring the flow of trade capital is to aggregate the 
parts of the flow according to the source from which finance lS provided. 
The two main sources may be taken as: first, finance by the exporter and 
other institutions not using bank discounting, and second, bank discounting. 
A number of problems in using this approach may be noted at the outset. 
Firstly, there is the recurrent problem of non-availability of data. Second, 
given that some information is available, there will be a danger of double-
counting. Amounts owed to an Australian exporter and recorded in his 
intercompany accounts may also be recorded in bank statistics. In the case 
TABLE 111-4 
PRODUCTS INSURED BY EoPoIoCo 
Product insured by EoP.IoCo Value of Exports 
Wool 
Metals 
General Merchandise 
General Foodstuffs 
Dairy Products 
Meat 
Earthmoving Equipment 
Leather, hides and skins 
Building Materials 
Grains and Seeds 
Engineering Plant 
Light Machinery 
Agricultural Machinery 
TABLE 111-5 
1961-62(90) 
26.0 
8.0 
5.8 
n.a. 
2.4 
2.6 
1.0 
n.a. 
2.0 
1.4 
2.4 
n.a. 
1 02 
DESTINATION OF EoP.IoC. INSURED EXPORTS 
Destination of EoP.I.Co Insured Exports 
S.E. Asia and E. Asia 
W. Europe 
N. America 
Oceania 
Africa 
Middle East and Near East 
Central and South America 
% of Total Value 
Insured 
1961(90) 
44.2 
21.6 
3.9 
7 02 
6.3 
12 01 
4.7 
of 
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Insured Sm. 
1963-64(91) 
51.2 
1304 
808 
8.6 
8.0 
5.6 
4.6 
4.2 
4.0 
302 
2.6 
2 . 2 
1.8 
Exports 
1964(91) 
36.0 
25.1 
8.5 
n.a o 
n.a o 
11 05 
n .a . 
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of exports of wheat it is possible that amounts shown by the Wheat Board 
will also be recorded in the statistics of the Rural Credits Department of 
the Reserve Bank. Another problem arises from the fact that it may not be 
possible to obtain from each source, statistics which relate to the same 
points of time. 
Finance Other Than By Bank Discounting 
The flow of trade capital, it will be remembered, represents the 
difference between the exports of a given period and the total payments made 
in that period for those and other exports. Account must be taken of 
deferred payments made for exports of previous periods and of prepayments 
made for exports of future periods. 
In the section on the value of export _credit it was seen that from the 
Reserve Bank's ticket figures an approximation could be obtained of the value 
of credit granted or received by the exporter and institutions not using 
bank discounting facilities. Similarly they may be used to obtain a measure 
of the flow of trade capital which is financed by methods other than bank 
discounting. The ticket figures record payments received in 1962-63 as 
(90 August 1964) h $ l867.4m. As exports in this period were $ 2l52m. t ere 
occurred an outflow of trade capital of $ 284.6m. As noted earlier the 
figure of ticket receipts will include a large volume of discounted bills 
for whi ch payment by the importer may not be made during the year. The 
relationship between the total flow of trade capital and that derived from 
the ticket figures may be illustrated in a hypothetical case. It will be 
assumed that: 
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TABLE 111-6 
THE FLOW OF CAPITAL MEASURED FROM TICKET FIGURES 
Exports 
100 
Year 1 
Payment Received 
cash .••••.•• 50 
exporters .•. 12.5 
banks •••.•.• 12.5 
Year 1 
Exports 
100 
Payment Received 
cash ..•..... 50 
exporters ..• 12.5 
banks ....... 25 
Actual 
Tickets 
* From Exports of Year 1. 
Exports 
200 
200 
Exports 
200 
200 
Year 2 
Payment Received 
cash .••.•.•• 100 
exporters ..• 25+ 
12 0 5'i~ 
banks ••..... 25+ 
12.5i\' 
175 
Year 2 
Payment Received 
cash . 0 •••••• 100 
exporters •.. 25+ 
12 .5,;'( 
banks ..• 0 ••• 50 
187.5 
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1) 50 per cent of exports are paid for by cash 
25 per cent are financed by exporters with deferred payment of 
6 months 
25 per cent are financed by banks through discounted bills of 
exchange with deferred payment of 6 months 
2) export shipments are distributed evenly throughout the period 
3) each export shipment receives the same payment terms. 
The actual outflow of trade capital in Year 2 is 25. The flow measured from 
the ticket figures will, however, be only 12.5 because it does not account 
for the flow of capital financed by bank discounting. This latter amount 
may be calculated by measuring at two points of time the level of debt 
outstanding between the Australian trading banks and the importers of 
Australian goods in respect of payment for -these goods. The difference 
between the two levels will equal the flow of trade capital during the time 
concerned. Applying this method to the example set out on the previous page, 
the amount owing to the banks at the beginning of Year 2 will be 12.5, the 
amount owing at the end of the year 25.0. This gives an outflow of 1 2 .5 
which when added to the outflow of 12.5 financed by exporters gives the total 
outflow of 25. 
Before discussing the difficulties of measuring the flow of trade 
capital financed by bank discounting some of the components of non-bank 
finance can be examined. 
Finance By Overseas Owned Organisations 
With the finance of exports of wool there has been a tendency in recent 
years for transactions to be made through telegraphic transfers between large 
56 
overseas principals and their agents in Australia. The Survey of 
Overseas Investment conducted by the Bureau of Census and Statistics obtains 
information on the intercompany accounts of subsidiaries of overseas 
companies 0 When completing returns for this Survey the Australian reporting 
unit is requested to give details of any large movements in intercompany 
accounts. From a selected group of companies dealing with a wide range of 
commodities the information in Table 111-7 on page 57 is made available. 
The net result of these movements is an outflow of trade capital of $ 114,000. 
It is seen that during the twelve months to December 1964 for those companies 
receiving prepayment for exports from certain buyers exports to these buyers 
exceeded payments received from them by $ 604,000, reducing the amount payable 
overseas from $ 18,720,000 to $ 18,116,000. This represents an outflow of 
trade capital of $ 604,000. It is also seen that for those companies 
receiving deferred payment from certain buyers the value of exports to these 
buyers was less than payments received from them, reducing the amount of 
money due from overseas from $ 3,996,000 to $ 3,506,000. This represents an 
inflow of trade capital of $ 490,000, giving a net outflow of $ 114,000. 
It must be noted that the usefulness of the figures shown is limited by the 
fact that they relate only to those exporters with a foreign parent company. 
These figures serve to illustrate the point that , although deferred 
payment will mean the granting of export credit by the exporting country, and 
prepayment, the receipt of export credit, an inflow of trade capital may 
result from transactions based upon deferred payments and an outflow from 
transactions involving prepayment. 
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TABLE 111-7 
THE FLOW OF CAPITAL FINANCED BY SUBSIDIARIES OF OVERSEAS COMPANIES4 
Amount Payable Overseas 
(As a result of Pre-payment for Australian Exports) 
At 31 December 1963 At 31 December 1964 
18,720 18,116 
Amount Due From Overseas 
$ 000 
Flow 1963-645 
604 
(As a result of Deferred payment for Australian Exports) 
At 31 December 1963 At 31 December 1964 
3,996 3,506 -490 
Total Flow 114 
TABLE 111-8 
THE CAPITAL OF THE MARKETING AUTHORITIES 
4 
Year ended June 
Capital of the Marketing 
Authorities 
1958 1959 
4 -12 
1960 
... 
$m. 
1961 1962 
-6 -66 
1963 
10 
1964 
30 
Information used in the compilation of Overseas Investment Statisticso 
Bureau of Census and Statistics. 
5 
Minus sign denotes inflow of trade capital. 
Government Finance 
Also included In the ticket figures will be details of export finance 
granted under the authority of the marketing boards. It will be convenient 
at this stage to examine the available statistics on the role of these 
bodies in the finance of exports even though it cannot be said that they 
actually provide the source of finance. The capital of the marketing 
authorities is shown in the Balance of Payments Bulletin(9l) - see Table 
III - 8, p.S7). This item is made up of three components: stocks of 
butter and cheese held in London, money owing from overseas for exports of 
wheat, and money owing from overseas for exports of apples and pears. 
An outflow of capital (minus sign) will arise from an increase in the 
stocks held in London by the Dairy Produce ~oard, and from an increase in 
the amount of money owed to the Wheat Board or the Apple and Pear Board. 
For Balance of Payments purposes the figure of butter and cheese stocks is 
arrived at by taking the difference between exports of butter and cheese to 
the United Kingdom and the sales of these commodities in the United Kingdom. 
Thus stocks will rise by the surplus of exports over sales. Unfortunately, 
details of the value of sales in the U.K. are not available and so it is 
not possible to isolate the stocks item from the total. The outflow of 
capital in 1960-61 and 1961-62 took place at a time when the volume of butter 
stocks was rising (86 graph II) Furthermore butter stocks were being reduced 
in 196 2-63 and 1963-64 when an inflow of capital was recorded. It is likely, 
however, that these capital movements reflect to a larger degree the flow 
of trade capital that resulted from the sales of wheat to China. It is 
noted(90) that the shift from a net outflow in 1961-6 2 to a net inflow in 
• • . r : . ' . " . ' . , ~..' .• '. . ~ ~ • 
. . 
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the first half of 196 2-63 "reflects mainly transactions associated with 
shipments of wheat to mainland China". Similarly the net inflow in 1963-64 
of $ 30m. is seen as being "largely due to an excess of repayments over 
shipments of wheat sold on credit to China".(9l) 
Bank Discounting 
With the present methods of recording Australian banking statistics, 
insurmountable barriers exist to measuring the volume of bills of exchange 
drawn from export transactions outstanding at any point of time. The problem 
differs according to the place on which the bill is drawn o
6 
If, as is 
commonly the case, the export transaction is being financed by a bill drawn 
on a London clearing bank then the bill will remain in London, since it is 
here that it must be presented for payment when it matures. The record of 
the transaction will be included as part of the London Funds of the London 
branch of the Australian bank which has discounted the bill. There will be 
no record of the transaction in the accounts of the Australian bank's office 
in Australia. Furthermore, detailed information cannot be obtained about 
the London Funds. Bills relating to Australian exportsare not kept in a 
separate category and even if this di s tinction were made, their differing 
lengths and the method of recording would make it impossible to estimate their 
total value at any point of time. If the state of the market lS such that, 
for example, a Japanese buyer of Australian exports will gain by having his 
bill of exchange drawn upon a bank in New York then finance will be in 
u.S. dollars rather than sterling. 
6 For this information I am indebted to Mr H.Go Childs of the Reserve Bank o 
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In this case the transaction will be recorded in Australia in the 
Foreign Bills Negotiation Account in terms of $A in the accounts of the 
Australian financing bank. However, the Foreign Bills Negotiation Account 
is not a published document. 
E :timates can be made of that part of the value of export credit and 
the flow of trade capital not financed by bank discounting and a limited 
amount of information is available in respect of credit provided on the 
export of particular commodities. Were the role of export bill discounting 
by the banks known to be a small one, the lack of bank data would not be 
important. It has been seen, however, that medium term credit, financed 
other than by bank discounting, accounted for only 2 per cent of the 
exports of 1962-63. It is possible that because bank discounting facilities 
were considered inadequate exporters generally did not grant extended terms 
under this form of financing and this is why little over 2 per cent of the 
exports of 1962-63 were covered by medium term export credito It cannot be 
left to conjecture, however, that the extent of medium term credit was so 
small and it must be concluded that an adequate measure of the value of 
credit granted with Australian exports calls for the provision of statistics 
on the value of export bills discounted by the Australian Trading Bankso 
The following figures prepared by the Federal Reserve Bank of New York 
may be used as an illustration of the way in which actual bank statistics 
are available for use in the measurement of the flow of trade capital. 
Similar information could be made available by the Australian trading banks 
within the established system of the Balance of Payments Ticket Figures. 
Each time a bill of exchange is discounted with a bank, as well as (or 
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TABLE 111-9 
CLAIMS ON FOREIGNERS REPORTED BY U.S. BANKS AND BY U.S. TRADERS(56) 
Short Term 
Other 
Total 
As at 31 December 1954 
Own Account 
950 
423 
1373 
Banks 
For Collection 
302 
302 
Traders 
584 
102 
686 
Total 
1836 
525 
2361 
instead of) being recorded as a cash receipt it could also be recorded 
according to the length of maturity still outstanding on the bill. In 
this way the provision of a more comprehensive measure of the importance 
of export credit granted with Australian exports would be made possible. 
Alternatively, the information could be obtained from either a special 
statistical collection, similar to the one conducted by the Board of Trade 
(See Appendix III), or from a number of supplementary questions on the 
Survey Forms currently collected by the Commonwealth Bureau of Census and 
Statistics. Either of these latter alternatives would have the added 
advantage of making possible a detailed dissection of the types of non-bank 
finance; something which the ticket figures could not be expected to do. 
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CHAPTER IV 
DETERMINATION OF THE AMOUNT OF CREDIT GRANTED 
This section examines the factors which determine the amount of 
export credit granted and provides a framework for the discussion of the 
allocative and monetary effects of the provision of export credit in the 
next section. These factors will first be examined under the assumption of 
a perfectly competitive market for credit. Allowance will then be made for 
natural and policy induced market distortions. 
THE PROVISION OF EXPORT CREDIT UNDER COMPETITIVE CONDITIONS 
The terms of payment of an export transaction must be regarded as a 
condition of sale comparable with the price of the commodity sold and other 
features such as after sales service. As such, the terms are determined in 
a market, or rather in two markets; that for goods and that for credit. 
The terms agreed upon will thus result from the interaction of numerous 
factors; on the one hand the international conditions of the supply of 
and demand for the traded commodity, on the other, all the forces impinging 
upon the supply of and demand for credit in the importer's market and a 
similar set of forces in the exporter's market, the two being linked by the 
international capital market. The flow of funds associated with the 
provision of export credit may thus be likened to any other capital movement 
from capital abundant to capital deficient countries. 
It has been seen that the value of credit granted for a particular 
volume of exports will equal the length of the credit period multiplied by 
the value of exports. As we are not concerned with the factors affecting 
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the level of exports (except in so far as they are directly related to 
the provision of export credit) attention will be centred on the deter-
minants of the length of the credit period. 
Demand for Credit By The Importer 
The decision of the importer to accept export credit is reached in 
two stages. First, he must choose between borrowed funds and using his 
own resources. Second, having decided to borrow he must choose between 
borrowing from his overseas supplier and borrowing direct from a financial 
intermediary in order to pay cash. For simplicity it will be assumed that 
the importer has resolved the first choice in favour of borrowing. 
In assessing the relative costs of borrowing from a financial inter-
mediary and accepting export credit, measurement of the former can be based 
quite simply on the rate of interest charged. Measurement of the cost of 
export credit, however, may be difficult if this is partly or completely 
contained in the price of the commodity. 
The demand for credit may be based on the need for additional liquidity 
only indirectly related to the need to finance imports. One reason for the 
increased importance of export credit in recent years has been the rise in 
the volume of imports by importers of the developing nations whose own 
capital resources have been strained by domestic investment projects. The 
same factor, the general scarcity and expensiveness of capita~ has prompted 
Australian importers to turn to overseas suppliers for credit in periods of 
domestic credit squeeze. During the shortage of bank credit in Australia in 
1955 - 56 many firms: 
... obtained short term funds by deferring payments for 
imports and domestic purchases. The balance of payments 
on capital account figures for 1955-56 show that both the 
net inflow of private capital and the balancing item 
(mainly due to short term capital inflows) were larger 
than in any year since 1951-52. It is possible, though 
by no means certain, that part of the capital inflow was 
due to deferment of payment for imports.(2l page 447) 
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A similar state of affairs existed in 1961 when "the flow of imports was 
... sustained by the extension of credit terms to Australian importers by 
. (104 pages 8 9.) 
overseas suppl~ers." , 
Such recurring domestic credit squeezes have been acc ompanied for the 
past fifty years by a limited access to the international capital market. 
In commenting on the British experience in this field the Radcliffe Committee 
observe(113 pages 305, 306.) that before the First World War it was customary 
for non-British importers to raise capital in London and other markets and 
use such capital to pay for their imports in cash. Since the war the 
international capital market has been too restricted to allow borrowers to 
meet their import commitments in this way. Importers have, therefore, turned 
to the exporters from whom they are purchasing to arrange for the provision 
of the credit they require. 
Given that export credit is chosen in preference to direct borrowing, 
the length of the credit period will be longer for capital goods imports 
than for consumer goods imports. 
Longer-term finance is required for projects 
of a capital nature and its provision is 
usually the subject of negotiation in relation 
to the individual project. (4 2 pages 991-996) 
The length of the credit period is thus, in part, a reflection of the time 
needed to reap returns from the imported goods. The import of capital goods 
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on which returns are likely to be delayed requires a longer credit period 
than the import of consumer goods on which returns are received more 
quickly. Generally speaking, the provision of short term credit (up to 
six months) is associated with exports of consumer goods such as food; 
medium term credit (six months to five years) with light capital equipment 
such as industrial machinery; and long term credit (over five years) with 
large scale capital projects such as hydro-electric schemes. Traditionally, 
a credit period as short as five years has been considered inappropriate for 
all but the lightest type of capital equipment. Such an assessment must 
be modif ied when the importer is able to amortise quickly. This may be the 
case if the importer derives a considerable cash flow from depreciation 
allowances; if additions to plant have a high marginal productivity 
or if the cost of credit transactions is passed on to the consumer through 
higher prices. 
The dependence of the demand for export credit on the type of goods being 
traded is subject to the qualification that the nature of the traded commo-
dity will not influence the decision of the importer acting solely as a 
trader and receiving cash from the ultimate user. Importers of consumer 
goods are more likely to act in this way than are importers of capital goods. 
Supply of Credit By The Exporter 
The supply of credit will depend on the cost of providing the credit, 
the effect such provision has on the volume of exports, and the availability 
of funds for providing credit. When measuring the cost of providing export 
credit the exporter is faced with the initial choice of whether to finance 
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the credit with his own resources or whether to use bank finance. If 
he chooses the latter course he must then decide whether to obtain 
finance through a domestic or an overseas bank. Since the outcome for 
the exporter is broadly the same whether a domestic or an overseas bank 
is chosen, it will be taken that the choice open to him is whether to 
finance the credit himself or to obtain finance from a domestic trading 
bank. We may consider first the case where the export transaction is 
financed by a bill of exchange which the exporter keeps in his own 
portfolio until maturity. It will be assumed that the exporter sells 
forward when the bill is accepted. The profits of the exporter may be 
1 
expressed as: 
Ax = pq • rfl (1 + Lrh) - C (q) .••••••• (i) 
where: 
Ax · . . . . . . . . . . . . . profits of exporter 
p · . . . . . . . . . . . . . price of exports 
q · . . . . . . . . . . . . . quantity of exports 
pq · . . . . . . . . . . . . . face value of bill of exchange 
rf • • • • • • • • • • • 0 • • forward rate 
L · . . . . . . . . . . . . . length of credit period 
C (q) .•..•••••.. cost function of firm 
rh .•..•...•.•.•. loan rate of interest in exporting country. 
It follows that in so far as the credit terms which the exporter is prepared 
to offer depend upon his profits, a high forward rate will, ceteris paribus, 
1 
Based on principles used in (10). 
favour a long credit period. Conversely, a high domestic rate of 
interest will, tend to bring about a shorter credit period. 
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An unfavourable forward rate and a high domestic rate of interest 
will not necessarily mean a shorter credit period. Instead the exporter 
may decide to discount the bill of exchange with a trading bank. In this 
case the main cost factor will be the rate of discount charged by the bank. 
Supposing now, that the export transaction is financed by a bill of 
exchange but that the exporter discounts this immediately after its 
acceptance and arrival. The profits of the exporter may now be expressed 
as 
Ax = pq . rs (1 - Ld) C (q) ........... (ii) 
where: 
rs .•.....•.... spot rate 
d . . . . . . . . . . . . rate of discount 
It follows from equations (i) and (ii) that the condition for the bill to 
be discounted is that: 
rfl (1 + Lrh) is less than rs (1 - Ld) 
In the foregoing equations it is necessary to distinguish two important 
elements of the cost of credit as this bears upon the exporter; gross cost 
and net cost. The gross cost to the exporter of providing export credit 
is represented by rh in the case of self-finance and by d in the case of 
bank - finance. The net cost will be influenced by all the other terms of 
the transaction including the extent to which the exporter can pass on costs 
to the buyer via the price of the traded commodity. 
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The provision of credit by the exporter will also depend on the likely 
effects of the credit on the volume of exports. It is implicit in the 
preceding discussion that exports are unchanged. In fact exports will 
normally rise in response to the granting of more favourable purchase terms. 
If the provision of export credit is regarded as equivalent to a price 
reduction, that is, causing a movement along a given demand curve, then an 
increase in the length of the credit period will be most effective when 
the demand for goods - with - credit is highly elastic. Under competitive 
commodity market conditions demand will be highly sensitive to small changes 
in price or other terms of sale. Hence, the exporter by switching from cash 
to credit or by increasing his credit provisions may be able to increase 
sales considerably. 
Finally, the ability and willingness of the exporter to provide credit 
will depend on the relative capital abundance of the exporter's country. 
That is, although competitive conditions in the capital market means that 
capital is readily available from overseas it remains true that capital 
abundant countries tend to be capital exporters and capital deficient 
countries tend to be capital importers. 
THE EFFECT OF IMPERFECTIONS IN THE CREDIT MARKET 
Market imperfections of various kinds will influence the amount of 
export credit granted. These imperfections may be either natural or policy 
induced. Each exert their influence through the demand for credit and the 
supply of credit. 
Natural Distortions 
Demand for Credit 
It is likely that although a country is relatively capital abundant, 
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imperfections in the capital market mean that capital is not available 
for specific types of imported goods or for particular import transactions. 
In this event the importer must look to his overseas supplier for the 
necessary funds. For example, an Australian importer may find it difficult 
to obtain finance in Australia for the import of goods which compete with 
an Australian product receiving substantial tariff protection or which 
emanate from a country with whom Australia is at war. 
Another factor likely to distort the demand for credit is the nature 
of the product traded. Because of the specific nature of capital goods 
and the resulting close trading relationship that develops between the 
importer and his overseas supplier, the importer of capital goods is more 
likely to seek export cred i t, knowing that it will be readily granted, 
rather than borrow d i rect, than is the importer of consumer goods. 
The demand for credit is also distorted by exchange rate expectations. 
Where the importer expects the exporter's currency to depreciate he will 
try to delay payment by accepting credit from the exporter in the hope of 
obtaining the goods he has imported for a reduced amount of his own currency. 
Supply of Credit 
Of the forces causing distortions in the supply of credit, two are 
particularly prevalent and important. These forces arise where, first, 
exporters are acting as a pressure group, and second, where imperfections 
in the capital market of the exporting country cause restrictions on the 
provision of capital f or specific purposes. 
Exporters can argue that with the granting of export credit terms they 
have found themselves in possession of a valuable competitive aid. 
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Accordingly, exporters have been an important force in causing the provision 
of export credit to increase. At particular points of time the need for 
export credit as a competitive tool has been more acute in some countries 
than in others. Improvements in the terms offered by these countries 
whose need was great have led, however, to a general extension of credit 
facilities, with each nation, under pressure from its exporters, trying to 
maintain facilities comparable with those elsewhere. Thus the establishment 
in France of the Banque Fran~aise du Commerce Exterieur in 1946, in direct 
response to France's unfavourable export position which in turn arose from 
an unrealistic exchange rate and low productivity, may be regarded as 
starting a wave of similar innovations by other major exporting nations. 
At times offsetting the effects of the enthusiasm of exporters for 
increased export credit facilities are restrictions on the availability 
of funds for providing such credit. Where the exporter wishes to self-
finance the provision of credit his own liquidity position may limit his 
ability to do so. If at the same time bank finance is not readily available 
to him, his ability to grant credit terms will be severely restricted. 
Although the provision of bank finance to exporters wishing to grant credit 
terms is encouraged, for each individual exporter only a limited amount is 
available. For example, each time an Australian exporter discounts a bill 
of exchange with an Australian trading bank, a contingent liability is 
created against him. The accumulation of such liabilities may affect his 
overdraft position for the purpose of domestic expenditure. If such 
expenditure is considered by him to be indispensable his willingness to 
supply credit on his export sales will be hindered. 
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This failure on the pa rt of the banks to distinguish between the need 
for capital for domestic purposes and the need to finance trade is parti-
cularly serious because finance for export transactions tends to be more 
dependent on banking fac i lities than most other finance and the exporter's 
credit position with his bank is therefore of considerable i mportance. 
The position is worsened in so far as the banks are prejudiced against 
export finance transactions because of the risk element. 
Policy Induced Distortions 
Demand for Credit 
Government policy in the importing nation may induce distortions in 
the demand for credit from overseas suppliers. Restrictions on the import 
of foreign capital will do this in two ways: first, by directly limiting 
the receipt of export credit as one of a number of capital movements, and 
second, by restricting direct and portfolio investment from overseas and 
therefore indirectly reducing the credit transactions that would otherwise 
have occurred in inter-company accounts. 
An example of a policy decision which promotes rather tha n suppresses 
the demand for credit is the undertaking of status projects by developing 
countries which entail the importing of a considerable quantity of capital 
equipment purchased under medium or long term credit. In this case the 
distortion in the demand for credit is a consequence of the demand for 
imports being based on the need s of a statu s project not warranted un de r 
strict cons i dera t·on of efficient resource a llocation. 
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Supply of Credit 
Three important aspects of policy induced market distortions working 
through the supply of credit may be distinguished; first, general subsidy 
policy, second, discriminatory subsidy policy, and third, policy restrictions 
on the provision of credit. 
The provision of export credit may be used in such a way that its 
effects are comparable with those of an export subsidy. That is, facilities 
for providing credit may be designed to enable exporters, generally, to 
offer better terms than they would be able to offer under normal market 
conditions. This could be effected by means of special central bank 
rediscount facilities for export paper, rates of interest set well below 
normal commercial rates, or export credit insurance premiums set lower 
than the reserves of the insurance organisation would normally warrant. 
Such special facilities would usually be financed indirectly by taxation 
in the creditor nation. 
Rather than use export credit facilities to subsidise exports generally, 
the creditor nation may use them in a discriminatory manner. Discriminatory 
policy may be applied either to particular export cOlrumodities or to 
particular overseas buyers or to both. 
One case of discriminatory policy applied to particular commodities 
arises from the use of export credit to support an infant export industry 
as an alternative to or in conjunction with a tariff on imports competing 
with the products of that industry. The provision of funds enabling the 
as I" d exporter to provide credit will be subsidised, in one or more ways out lne 
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above, the subsidy representing a social investment by the exporting country 
financed indirectly through taxation. 
The practice of subsidising export credit is not confined to the case 
of infant export industries. It may also be used by developed countries 
seeking to offset the relative decline in incomes in inefficient low-income-
yielding industries suffering from competition with exports of countries 
with lower wage costs. 
For various reasons the suppliers of export credit may wish to offer 
one overseas importing country less or more favourable terms than it offers 
other countries. An importing country with a low credit rating will be 
subject to more stringent conditions than one with a high rating. The 
importance of risk as a determinant of credit terms offered has been 
reduced, however, with the advent of export credit insurance. In a number 
of cases political strategy has played an important role in the determination 
of credit terms. The politics of export finance is not our concern. It 
may be noted, however, that the de cision of the Australian Wheat Board in 
1963 to offer Chinese wheat buyers credit terms of twelve months, rather 
than eighteen months as requested by China, was in part dictated by foreign 
1 " "d" ( 25) po lCY conSl eratlons. It is likely that such considerations will be 
more influenciM where exports are in the hands of government export agencies 
such as the Australian Wheat Board. 
Discriminatory policy will also work for the benefit of some debtor 
countries which by reason of their less developed economy or special 
relation with the creditor nation are subject to especially favourable credit 
terms. That is, in effect they are receiving subsidised imports. 
74 
It may be noted briefly that as part of a general policy of controlling 
the export of capital, the provision of export credit may be subject to 
official limits. An example is the requirement relevant to Australian 
exports that payment should be received within six months of the date 
of shipment unless a longer period is specially authorised. 
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CHAPTER V 
EFFECTS OF GRANTING EXPORT CREDIT 
ALLOCATIVE EFFECTS 
In this section we consider the allocative effects that result from 
the provision of export credit when market distortions are present. 
Attention will be directed first to the influences on the credit receiving 
country then on the credit granting country. This section abstracts 
completely from monetary effects which will be considered later. 
Effects On Debtor 
Credit As A Transfer Of Resources 
As stated earlier the flow of funds associated with the provision of 
export credit is one of a number of ways in which capital can move from a 
capital abundant to a capital deficient country. The receipt of export 
credit provides resources additional to those that can be extracted from 
the domestic economy, increasing the total available for investment. In 
addition, because the resources are foreign the receipt of credit averts 
the real income losses to the country involved in transfering domestic into 
foreign resources. This is not to say that capital movements associated 
with export credit involve a genuine transfer of resources. They fall short 
of genuine transfers because, as a type of loan, they have to be repaid. 
Export credit involves an element of transfer only to the extent that interest 
rates charged and the terms of repayment involve an element of subsidy by 
comparison with normal rates and terms, either for similar transactions by 
the creditor country or for alternative sources of finance for the debtor 
country. Furthermore, even when an element of transfer is present the real 
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value of such a transfer will be less than the apparent nominal value if 
the credit transaction obliges the recipient country to pay higher prices 
than it could obtain elsewhere. 
Effect Via Imports 
The provision of export credit can be likened to a reduction in the 
price of the traded commodity. It follows that a change from a cash to a 
credit basis or an extension of credit terms will induce substitution of the 
credit giving country's product for that of the credit receiving country's 
product in the latter's consumption. This is a trade creating effect which 
in turn has two components; a consumption effect and a production effect. 
As far as consumption is concerned, this will involve a gain for the credit 
receiving country. The extent of the gain will depend on the amount of 
trade created. This in turn will depend on the extent of the movement in 
credit terms and on the elasticity of substitution between the two countries ' 
products in consumption in the credit receiving country, which will determine 
the amount of trade created in response to the equivalent price reduction. 
With respect to production, however, the credit receiving country will lose 
- as a result of the reduction of domestic production of the product concerned 
_ the implicit taxes formerly collected on the product no longer produced. 
Whether or not the loss on the production side outweighs the gain on the 
consumption side will depend on the extent of the change in credit terms and 
the proportion of implicit taxes in the price of the domestic product. 
A corollary of the trade creating effect is the trade diverting e f fect 
that results from the substitution of the credit giving country's product 
for that of other overseas suppliers, unable or unwilling to change their 
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credit terms. This is a particularly serious consideration if the credit 
receiving country has to pay substantially more than the competitive world 
market price for the commodity traded. It must be noted that although the 
provision of export credit may be likened to a price reduction this does 
not preclude the possibility that the actual price of the commodity charged 
by the credit giving country is higher than the price quoted by other potential 
overseas suppliers. 
Offers of contractor finance are frequently associated 
with negotiated contracts with the inherent dangers 
which include "price rigging"; the prices or costs 
of such contracts tend to be much higher than the 
added value of the credit facilities offered. (109) 
The seriousness of this inefficiency depends on the extent to which credit 
receivers can take advantage of competition among credit suppliers to avoid 
paying excessive prices for products purchased under credit agreements. 
The view has been expressed that competition among creditor nations is now 
great enough to prevent export credit transactions from producing serious 
. ff ... (11) ~ne ~c~enc~es. Furthermore, given that perfect competition is not 
attainable, purchasing from one country at a higher price than would be 
available from countries with less favourable credit terms may be regarded 
as a satisfactory second best solution if this is the only means by which 
1 
the importing country can obtain the product in question. That is, the 
gain from obtaining the commodity may be considered to offset the loss 
incurred through the misallocation of resources. Both the theory of second 
best and modern welfare economics indicate that policy changes that secure 
1 
In Argentina licenses for imports of capital goods involving sums exceeding 
$ 100,000 are granted only if the importer can obtain from the supplier 
credit terms exceeding five years. In India import licenses for equipment 
and machinery involving sizeable sums of foreign exchange are issued only 
for transactions with countries which have granted long-term credits. 
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desirable results in terms of income distribution or other ob j ectives, such 
as encouraging a higher rate of economic growth, at the cost of reduced 
economic efficiency may constitute improvements on a balance of gain and 
loss, and may legitimately be recommended if no more efficient method of 
achieving the same objective is feasible or acceptable. 
Effect Via Exports 
It may be noted that the receipt of c redit will affect debtor countries 
via their exports. This may either be a direct or an indirect effect. 
Where the receipt of credit enables debtor countries to obtain more easily 
materials or equipment necessary for the production of export commodities 
they will benefit accordingly. The capacity of debtor countries to service 
new export credits depends partly on the economic efficiency of the projects 
concerned. Projects may be given priority solely because of their positive 
foreign exchange effect, that is, because they are likely to generate foreign 
exchange by manufacturing goods for export. A similar gain will be derived 
if the credit transaction enables foreign exchange to be gained through the 
process of import substitution. The following are examples of cases where 
the granting of export credit by a developed nation aided the process of 
. (118) 
import substitution by the developing nation importing the equlpment: 
1) the granting of credit by Canada on the export of paper mill 
equipment to Chile 
2) the granting of credit by Belgium on the export of sugar factory 
equipment to Iran 
3) the granting of credit by Germany on the export of equipment for the 
construction of a paper manufacturing plant in Nigeria 
4) the granting of credit by Canada on the export of steel mill furnaces 
to India. 
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However, in the case of developing countries in particular, the continued 
application of an import substitution policy will lead to rising costs 
as substitution extends to goods whose efficient production depends on a 
large local demand (which will not be present in the case of developing 
countries) or on producing domestically the specialised parts and services 
that only a large diversified economy can produce efficiently. Difficulties 
of this nature have been encountered for example by Brazil, India and 
Mexico in the process of replacing imported non-durable consumer goods by 
domestic production of these commodities. 
The effect of credit transactions on the debtor will be wholly adverse 
if it means that goods continue to be imported (because of the favourable 
terms) that could, given the initial investment, be more efficiently produced 
domestically both for domestic consumption and for effective competition 
in overseas markets. 
In so far as credit transactions cause the debtor to increase imports of 
specific commodities from the creditor nation there will be a corresponding 
expansionary effect on the economy of the credit giving country, which may 
lead to an overall rise in imports by the creditor from the debtor nation. 
That is, export credit by stimulating the growth of trade may indirectly 
promote the exports of countries that are wholly or predominantly credit 
receivers. 
Effects On Creditor 
The provision of export credit in a manner comparable with an export 
subsidy may be applied as either a general or a discriminatory policy. The 
effects on the creditor nation will differ according to which policy is adopted. 
79 
General Subsidy Effect of Export Credit 
The higher the elasticity of demand in the importing country and 
elasticity of supply In the exporting country the more will an increase 
in credit terms or a switch from cash to credit cause a rise in the exports 
of the creditor nation. The impact of the credit will depend then on the 
effect of the increased exports it has promoted. Three effects may be 
distinguished. First, the increased exports will provide the means for 
additional imports of goods and equipment needed to promote growth. Second, 
emphasis on export production may help concentrate investment in more 
efficient sectors of the economy. Finally, emphasis on the production of 
goods for sale in international markets will help producers to take 
advantage of economies of scale. In short, the provision of export credit 
2 by causing exports to rise will facilitate an increased rate of growth. 
These effects of providing export credit will be present whether or 
not the credit generally is subsidised. With an element of subsidy they 
are likely to be more marked. However, the presence of a subsidy element 
may give rise to repercussive effects which will reduce the benefits derived 
from increased exports. First, it may cause overseas competitors to take 
retaliatory action by introducing or extending a subsidy element in their 
own export credit terms or by introducing other means, such as import control, 
of protecting their own trade. Second, by extending export production into 
new fields under the protective effect of subsidised export credit,rising 
costs will be encountered where a large percentage of production is dependent 
2 
For a further description of these points with supporting statistical data 
see (53). 
on the import of overseas technical skill or capital equipment. 
Discriminatory Subsidy Effect of Export Credit 
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Instead of being used to subsidise exports generally, export credit 
will commonly be applied in a discriminatory manner to benefit the export 
of a particular product. One such product might be the output of an 
infant industry. Broadly, the infant industry argument states that the 
exporting country acquires an industry able to compete at world market 
prices while the producers in this industry earn higher incomes than 
they would have earned without the protective effect of the subsidised 
export credit. 
The argument is a dynamic one, unlike the analysis conducted in 
terms of elasticities of supply and demand. The development of the 
infant industry may occur in one of two ways. The provision of export 
credit to an infant industry by introducing economies of scale in a 
wider market may transform an inefficient industry into an efficient one. 
A more plausible explanation of the infant industry case is that the 
application of subsidised export credit to an efficient non-exporting 
industry will enable the industry to enter overseas markets in respect 
of which it previously had insufficient knowledge and inadequate access. 
A number of dangers of applying the infant industry approach may be noted. 
First, there is the problem that the selected industry must be a genuine 
infant industry case. That is, it must be able, after an initial period 
of protection, to compete in the world market whilst yielding a socially 
satisfactory return on the investment needed to establish it. The 
selection of such industries is difficult and entails a risk of 
misallocation of resources by protecting an industry without the 
potentiality of the genuine infant industry case. In the second 
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place, even where the industry chosen has the necessary potentiality, 
the application of subsidised export credit to the products of this 
industry may not be the ideal form of protection. In principle., subsidy 
should be on the particular aspect of the industry's initial operations 
(creation of infrastructure, training of labour) which causes the 
difference between social and private return. However, if the exact 
subsidy approach is impracticable the use of subsidised export credit 
may be applied as a second best policy. Finally there is the danger 
that once applied the export credit subsidy will not be withdrawn. The 
subsidising of export credit for the export of infant industries, like 
the infant industry tariff, represents only a temporary and corrective 
market distortion. The subsidy component should be discontinued once 
the indus try is fully matured. 
MONETARY EFFECTS 
In this section we will examine the monetary effects of the provision 
of export cred i t as they impinge upon the credit receiving and credit 
granting countries. Because the monetary effects do not exist in a 
vacuum it will be necessary in some places to refer to allocative factors 
already discussed. 
Effects On Debtor 
Export credit, it has been seen, is a valuable means of enabling 
the less developed countries to obtain, in particular, imported capital 
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goods with less strain on their reserves than if cash transactions were 
the rule. However, export credit has to be repaid. A given flow of 
gross credit will be increasingly offset by the accumulation of interest 
and amortisation payments on past credits so that its net contribution 
of foreign exchange and of real current resources will diminish and may 
eventually become negative. If export credit is to provide a steady 
stream of foreign exchange the amount of credit granted must rise 
steadily over time. Furthermore, the debt service problem associated 
with export credit generates inefficiency in that borrowers are induced 
to underestimate the burden of their commitments to future repayment or 
to overestimate the rate of growth either of their export earnings or 
of fresh credit through which repayment must be made, and consequently 
find the repayment burden difficult to carry. 
The debt service problem is made more difficult where the length 
of the credit period, particularly for capital goods transactions, is 
not properly geared to the time needed for the imported equipment to 
yield results. Although the type of goods traded has an influence upon 
the length of the credit period there is an absence of standards 
generally accepted as appropriate for capital goods amortisation. 
Deferred payments arrangements from private sources tend 
to require payment in full over a short period which means 
in effect that the project financed cannot generate directly 
or indirectly sufficient resources (domestic or foreign) to 
service the credit. Such repayments over short periods 
therefore tend to Ca), place an excessive burden on the 
borrower's recurrent budget and reduce the budgetary surpluses 
available for financing further capital expenditures (b) affect 
adversely the debtor country's balance of payments by draining 
the foreign exchange resources becoming available thereby reducing 
the future capacity to import more capital for development. Cl09 ) 
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It follows that lengthening the credit period will not, in itself, 
alleviate the debt service problem unless the maturities are geared to 
the pay-ba~k period of particular projects and the balance of payments 
prospects of the importing country. 
The extent of the debt service problem is indicated by the following 
figures of the debt-service ratio of developing countries (ratio of service 
payments to foreign exchange earnings on current account). 
TABLE V-I 
DEBT-SERVICE RATIO ,JF DEVELOPING COUNTRIES 
1954 1960 1962 
Argentina 2.1 .23.5 22.8 
Brazil 8.4 l7.6(approx) 24.2 
Chile 7.7 15.0 27.6 
Colombia 5.6(approx) 16.0 13.8 
Source: (118) 
Effects On Creditor 
The creditor nation by providing export credit will expect to gain 
increased reserves via the effect on exports and a financial gain from the 
amortisation of the loan. Mitigating against these expectations is the 
possible inflationary effect of providing export credit and the danger 
incurred in the initial drop in reserves that credit extension entails. 
It was concluded by the Radcliffe Committee that "an increase in the 
standard length of credit being granted ... means an increase in the country's 
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overseas investment at the expense of the current balance of payments, 
.. (113 pages 303-306) 
which adds to domestic lnflatlonary pressure." 
A number of qualifications may be made to this statement. The extent to 
which an increase in the length of the credit period adds to domestic 
inflationary pressure depends basically upon the effect upon exports of 
the change in credit terms. It may also depend upon the method by which 
the credit finance is provided in so far as any consequent change in 
liquidity affects the level of income generating expenditure in the economy. 
The effect of an increase in the length of the credit period is inflationary 
to the extent that exports increase in a situation of full employment, unless 
the expansion of exports is attained only by contracting output elsewhere. 
If exports are unchanged there will be no expansionary influence through 
this channel. The "export-effect'! may be either strengthened or weakened 
by an accompanying "financial effect". 
If the finance for the increased credit lS taken from the resources of 
the exporters concerned they will experience a reduction in liquidity. To 
a lesser extent this may occur even if the exporters discount their paper 
with trading banks. This would arise where a contingent liability was 
created against them as part of the discounting arrangements. If this 
reduction in exporters' liquidity causes a fall In the level of aggregate expen-
diture the financial effect will be deflationary. Even where exporter s succeed 
in increasing their liquidity by dis-counting with trading banks, if the 
latter have no rediscount facilities then there will still be an overall drop 
in liquidity in the economy, the bank s' loss exceeding the exporter 1 s net 
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gain, and therefore the possibility of a deflationary financial effect. 
A situation approaching a neutral financial effect may arise where 
exporters succeed in increasing their liquidity by discounting their export 
bills with commercial banks which in turn have limited rediscount facilities 
and can regard some of their export paper as liquid assets. Where the loss 
of liquidity by the banks is equal to the gain of liquidity by exporters 
there is no reason for any consequent change in the level of aggregate 
expenditure. 
Finally, the case where export financing is inflationary occurs where, 
as in France, the banks are able to mobilise their export paper by means of 
an organised system of re-discount and where such paper is not subject to 
the re-discount ceilings imposed on the banks for most other commercial 
transactions. That is, export credit is financed from central bank money 
creation. 
An increase in the length of the credit period will, via the income-
generating export effect, add to domestic inflationary pressure. This effect 
may be either partly offset or reinforced by the method of financing the 
export credit if any consequent change in liquidity affects the level of 
aggregate demand. Insofar as there is such a financial effect it is likely 
to be deflationary. 
The overall effect of the provision of export credit on the reserves of 
the creditor nation depends on a number of interacting factors. This question 
will be examined in the next section. What is certain is that, in terms of 
adverse effects, an increase in the length of the credit period or a switch 
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from cash to credit will always have an unfavourable effect on exchange 
reserves in the short run. 3 
THE COSTS AND BENEFITS OF EXPORT FINANCE 
Given perfect competition the provision of export credit by capital 
abundant to capital deficient countries is wholly beneficial to creditor 
and debtor nations alike. Given market distortions the benefits obtained 
from the credit may be partly if not completely offset by the resulting 
allocative and monetary effects. 
For the debtor country, importing under credit terms will be beneficial 
if the gain in import potential results in a development of export, and/or 
import competing industries sufficient to meet the debt service problem and 
to offset any costs incurred in purchasing goods dearer than would have been 
available with alternative cash transactions. Insofar as balance of payment 
improvement through the redistribution of resources is the main objective of 
the debtor country, receipt of credit from an overseas supplier will always 
be a third best course after a unilateral reduction of tariffs by the overseas 
trad i ng partner in favour of the creditor countryfs exports and the receipt of 
grants by the debtor country (both of which courses involve a real transfer 
as there is no debt service problem). Where the receipt of credit entails the 
purchase of dearer goods it will also be inferior to the receipt of untied or 
aid loans. 
For the creditor nation, the granting of export credit will be 
beneficial if the level of reserves is high enough to sustain the initial 
strain imposed upon them and if the cred i t promotes a faster rate of growth 
that would otherwise have occured and does so without excessive inflationary 
3 In Chapter III it \Vas seen that when a trading bank discounts a bill of ex-
change a claim to receive overseas funds is recorded by the Aust. banking autho-
rities. In this section, however, an increase in reserves i~ considered.to 
take place only when the bank collects the proceeds of the blll on maturlty. 
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effects. If the export credit is financed by central bank money creation 
then its provision will be a second best course to that of obtaining tariff 
reductions on the exported commodity as the latter involves no "financial" 
inflationary effect. 
The effects of providing subsidised export credit in conjunction with 
tariffs on selected imports may be compared with the alternative policy of 
exchange rate depreciation. That is, the credit and the tariff may be 
considered in terms of the equivalent price reduction and price increase 
which they respectively represent. The effectiveness of both policies 
depends on foreign elasticity of demand for exports and domestic elasticity 
of demand for imports each being greater than unity. The balance of 
advantage depends on whether the benefit of being able to apply export 
-
credit and import restrictions in a discriminatory manner offsets the 
advantage of a more widespread effect gained from exchange rate depreciation. 
NEED FOR INTERNATIONAL CO-OPERATION 
The benefits that are to be derived from the provision of export credit 
would be considerably increased if international agreement could be reached 
on a number of aspects of export financing. First, it is necessary to 
adopt a generalised system of subsidising exports through export credit. 
Agreement is needed on the extent to which central bank rediscount rates for 
export paper and insurance premiums for export credit transactions can be 
set below normal market rates and on the extent to which lengthened credit 
periods can be used as a competitive aid in export promotion. Steps have 
been taken in this direction with the establishment in 1934 of the Union 
d'assureurs des cr~dits internationaux (the Berne Union) to '~ork for the 
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national development of credit insurance in the international field by 
improving the information services of full members ... by making known to 
one another the results obtained in this sphere." A principal objective 
of the Berne Union has been to restrict, as far as possible, the provision 
of insurance for credit transactions in excess of five years. The Union 
has been handicapped, however, by the fact that it is an association of 
private, public and mixed autonomous insurance institutions in which 
governments are not offic i ally represented. Its members consequently find 
it difficult to resist where their governments direct them to insure 
transactions for terms longer than those recommended by the Union. 
It would be very foolish for us, a nation so dependent 
on exports, to take the view that come what may, and 
come what other people might do, we stick to a rigid 
five year rule.(113 page 311) -
On a more positive note, cooperation is needed to ensure that credit 
periods offered are more closely related to the commodity or project in 
question and to the foreign exchange earning capacity of the importing 
country. 
Finally, international action is required to assist countries, 
particularly developing countries, who would not normally provide export 
credit to act as creditor nations. This need has become particularly 
relevant in view of the increased importance of manufactured goods in the 
exports of the developing countries in the last 10-15 years. From 1955 to 
1961 exports of manufactured goods from developing countries rose at an 
annual rate of 6.5 per cent. (1 23) The problems faced by developing 
countries in providing export credit resemble closely those experienced 
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by developed nations; they differ substantially in degree however, and 
without some measure of international cooperation would be insurmountable. 
In the first place the developing nation exporting manufactured goods faces 
the problem that his main competitors are likely to be developed nations 
which already have established facilities for providing export credit and 
which thus have a considerable competitive advantage at the outset. Further 
problems arise from the IJexploratory" nature of the developing country's 
trade expansion. The element of risk associated with the provision of 
export credit will be increased by the fact that in many cases the export 
commodity will be a new, or relatively new, product in the economy of the 
developing country; it will be exported by traders inexperienced in the 
export field; and will be directed to new markets about which little lS 
likely to be known in respect of credit ratings and commercial stability. 
The establishment of export credit insurance schemes will help reduce 
much of the risk element but will in turn meet special problems. In the 
initial period the exports of the developing country are unlikely to be 
on a large scale. In such conditions an insurance scheme will have 
lSe difficulty curing an adequate spread of risks whilst at the same time 
maintaining an effective credit information service and covering its 
administrative costs. On the other hand, premiums must be kept within 
limits, otherwise by reducing the profitability of the export transaction 
they will defeat the purpose of the exercise. Finally, in the case of 
transactions involving credits with maturities exceeding six months, 
exporters in developing countries are likely to have difficulty in securing 
finance even if they have insurance coverage. Such medium and long term 
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credit facilities as exist are often devoted to the finance of high cost 
housing at high rates of interest. In many cases exporters have had to 
secure medium-term funds through renewal of short-term credits, but this 
method will become increasingly inadequate as exports of durable goods 
expand and the need for lengthened deferred payment commitments grows 
more intense. 
While export credit insurance and export credit financing schemes offer 
considerable benefits to the creditor nation, and have been seen to do so 
in the case of the developed nations, it is evident that the establishment 
of such facilities in the developing nations presents special problems 
which can be dealt with effectively only by cooperative effort. In 
response to this problem the Inter-American Development Bank (I.D.B.) 
has introduced a programme for the refinancing of intra-Latin American 
exports. For an account of this programme see Chapter VI below. 
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CHAPTER VI 
OVERSEAS FACILITIES FOR PROVIDING MEDIUM AND LONG TERM EXPORT CREDIT 
The purpose of this Chapter is to outline the export finance facili-
ties available in other exporting countries, and so provide a basis for 
considering which, if any, of these facilities might be incorporated into 
the Australian system of export finance. 
SPECIALISED INSTITUTIONS FOR THE PROVISION OF EXPORT CREDIT 
When in the period following the Second World War the demand for medium 
term export credit was becoming apparent, it was generally agreed that such 
credit was too long for the commercial banks and too short for the insurance 
companies and pension funds. The banks although prepared to make extended 
term overdrafts, which might be used by their rec~ipients to finance exports, 
regarded providing finance for specific transactions covering the export of 
certain categories of goods for periods of up to five years as being against 
the established principles of banking practice. This reluctance on the part 
of the banks has been overcome in two ways. First, by encouraging the banks 
to extend their sphere of activity under the inducement of refinance 
facilities for export paper and of export credit insurance schemes. Second, 
by the establishment of specialised institutions within the existing banking 
community to participate in theprovision of medium and long term export 
credit. In the U.K. and Switzerland, notably, it has not been necessary for 
. (48) 
specialised institutions to be establlshed. This may, in part, result 
from the extensive provision in the U.K. and Switzerland of export credit 
insurance. It is also evidence of the greater flexibility of the banks in 
92 
these countries, which in turn results from their accumulated experience 
and wealth. In most major exporting countries, however, specialised 
institutions have been established and occupy a central place in the system 
of financing export credit granted by these countries. 
Canada~ (a) The Export Finance Corporation of Ca nada Limited (Medium 
Term Credit) 
In Canada, medium term export credit is financed by the Export 
Finance Corporation of Canada (EoF.C.) established jointly by the chartered 
banks on their own initiative asapr i vate company for the express purpose 
of providing finance for C2nadian exports on medium term credit. The 
eventual capitalisation of EoF.C. is set at $A 4 2m., with an initial paid-up 
capital of $A 8m. As the Charter of the Corporation stipulates that export 
financing up to ten times paid-up capital may be provided, medium term 
financing facilities are assured in ample supply for present and prospective 
needs. Under emergency circumstances arising only from excessively depleted 
holdings of short term U.S. dollar assets in the hands of the participating 
banks the EoF.C. has an approved privilege to sell financial instruments to 
the Exports Credits Insurance Corporation (E.C.I.C), or borrow, upon the 
security of these instruments, up to $US 10m. initially and $US 25m. later 
if warranted by the volume of its portfolio. 
(b) Exports Credits Insurance Corporat i on (Long Term Credit) 
Under the Export Credits Insurance Act E.C.loC. is authorised to 
undertake direct financing of exports on credit terms extending beyond the 
one to five year period covered by E.F.Co The fund available to provide 
such credit amounts to $A 336m. which may be provided out of the con-
solidated Revenue fund. Such finance is available to a Canadian firm 
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or consortium wishing to bid on a "turn key" project abroad, such as a 
complete paper mill. However, in cases of this kind government financing 
applies only to the foreign exchange cost of the project and does not 
include any local costs. 
Government to government financing is not possible under present 
legislation. All financing must be made directly and only to Canadian 
exporters. 
Long term transactions fall into two categories: Trade Promotion 
Credits and Special Credits. Trade Promotion Credits relate to specific 
sales of capital goods which are intended to promote continuing export 
opportunities on a commercial basis and continuing employment in Canada. 
The capital goods should be of types for which because of efficient and 
economic production in Canada it is reasonable to expect continuing foreign 
sales. Special Credits are used for specified categories of Canadian goods 
as established in each case and are extended only under exceptional circumstances , 
Transactions eligible for Trade Promotion Credits must generally be valued at 
not less than $A 1.6m. and must involve capital goods competitive in world 
markets and with a Canadian content of approximately 80 per cent. 
E.FoCo acts as banking agent for E.CoI.C. for long term credits. The 
notes issued by the foreign buyer are guaranteed by EoC.I.Co but discounted 
through EoFoC. 
Interest charges by E.C.I.C. on Trade Promotion Credits are determined 
by the principle that they must be low enough to keep financing costs on 
Canadian equipment exports competitive with those of the U.So and other 
foreign suppliers but high enough to attract some participation of private 
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capital in the provision of financing. E.C.I.C. charges 1 per cent above 
the cost to itself of borrowing for a comparable period. This made the cost 
1 
to the exporter in February 1966, 6.6 per cent. EoC.loC. normally imposes 
no ceiling on this interest charge. However, if in particular cases the 
calculated interest rate exceeds the U.S. export import bank ceiling the 
Canadian rate is reviewed to ensure that the excess is not impeding business. 
This charge covers the direct cost incurred by EoCoI.Co and the Government 
and leaves a small margin which may be regarded as a partial insurance premium 
for the risks incurred by the Government. 
France: 
I • 
Banque Fran~aise du Commerce Exterleur 
The BoFoC.E. was established in 1946 to facilitate the financing of 
exports. 
If before concluding contracts with a foreign buyer, an exporter asks 
his bank to help finance the transaction, the exporter's Bank, with or 
without a consortium, requires an undertaking from BoFoCoEo that it will 
endorse the promissory notes used to finance the transaction 0 With the 
undertaking to endorse the notes the bank will ask the Credit National for 
a commitment to rediscount the notes on demand. When financing is required, 
the exporter makes out to the order of the bank a series of 90 day promissory 
notes, renewable according to the payments schedule fixed in the contract for 
an amount not exceeding 80-90 per cent of the invoice value. These notes are 
discounted by the banker and endorsed by B.FoC.Eo which then rediscounts the 
1 
Canadian long term bond rate was 5.6 per cent in February 19660 
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bills with the Credit National. 
The French banking system provides export finance at an extremely low 
cost. In February 1966 the cost to the French exporter of medium term 
export finance was 4.5 per cent. The rate is set at 1.5 per cent above 
the ruling Bank of France special discount rate for export paper. 
Federal Republic of Germany: (a) Ausfuhrkredit A.Go (Medium Term Credit) 
A substantial proportion of German export finance is centralised 
in the hands of Ausfuhrkredit A.G. (A.K.A.) formed in 1952 by a group of 28 
private foreign trade banks to finance medium term contracts up to 4 years. 
Credit Line "A" has available resources of $A 89m. and is for finance 
of exports where the credit required is from one to four years. If the 
manufacturer is prepared to financ@ the first 12 months of the credit 
himself the "A" credit may be extended to five years from the date of 
the contract. The rate of interest charged on the "A" line credit is 
2.75-3 per cent above the Bundesbank discount rate. This made the cost 
to the exporter in February 1966, 6.75-7 per cent. The usual procedure lS 
for A.K.A. to make 80 per cent of the invoice value of the contract 
available to the exporter, part of the remainder being financed by private 
commercial banks at rather higher interest rates. 
Credit Line "B" has available funds of $A 67mg provided by the 
Bundesbank. Some of these funds are reserved for credits of between one 
and two years and the remainder is used for credits up to four years. 
Credi t under line liB" is cheaper than that supplied under line "A'l and 
costs 195 per cent above the discount rate. This made the cost to the 
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exporter in February 1966, 5.5 per cent. AoK.A. will make 60 per cent of 
the invoice value of the contract available under line "B" credit. 
When credit has been arranged and the export contract signed, the 
exporter draws a bill on himself and lodges it with A.K.Ao The bill is 
then discounted by AoKoAo in favour of the exporter and normally is 
rediscounted with the exporter's own foreign trade bank, that is, the bank 
which initiated the transaction with AoK.Ao An essential feature of the 
German system is that A.K.A. does not use any large part of its own resources 
for the provision of finance and that once the bills have AoKoA. endorsement 
they are placed elsewhere. Of the "A" line credits, probably more than 80 
per cent of the bills endorsed by A.K.Ao are held by private banks. 
(b) Kreditansta1t fur Wiederaufban (Long Term Credit) 
The KoFoW. is a public corporation which in conjunction with A.KoA. 
provides long term finance for export credit. Credit is available through 
AoKoAo for a term of up to four years, the maturity then being prolonged for 
another two or three years by a loan from K.FoW. 
Japan: Japan Export - Import Bank 
In 1950 the Japan Export Bank was established to supplement and promote 
export financing by ordinary financial institutionso The chief objective 
was to provide domestic exporters with long-term funds for the export of 
plant. The most important projects undertaken in the beginning were loans 
(58) for financing the export of large tankers. Emphasis on extended term 
loans has persisted; in 1964, 90 per cent of the loans of the Bank were for 
terms in excess of three years. In April 1952, the name of the institution 
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was changed to Japan Export - Import Bank (JoEol.Bo). After this date the 
Bank was able for the first time to borrow from the Government and obtain 
loans in foreign currency from foreign banks or other financial institutions. 
At the end of 1964 J.E.I.B. had capital of $A 1020m. and borrowed funds of 
$A 110m. 
A request for credit is made initially by the exporter to his commercial 
bank which in turn sends the application to JoE.loB. Approval by J.Eol.B. 
is dependent upon the exporter's credit standing being satisfactory, the 
credit terms being acceptable and, in the case of the export of plant or 
machinery, there being a letter of credit or an equivalent guarantee from 
the importing country. If J.E.I.B. agrees to participate, its share is 
expressed as a percentage of the contract price, less down payment less 
profit. For machinery exports with credit terms of six months to one year 
the J.E.loB. share is 70 per cent. For machinery exports with credit terms 
of one year and over the J.E.I.B. share is 80 per cent. For consumer durable 
exports with credit up to three years the JoEoloB. share is 70 per cent. 
When the J.E.loB. share is 70 per cent the rate char ged to the exporter 
by the bank is 5.5 per cent for two to three year credit and 4.0 per cent 
for three to five year credit. When a commercial bank participates it 
charges the same rate as that charged to prime rate customers, that is, from 
8.5 per cent to 9.0 per cent. 
Under the provisions of the Foreign Exchange Bank Law only the twelve 
"City Banks" and the fourteen foreign banks are Authorised Foreign Exchange 
Banks that can finance foreign trade. Because of their high interest rates, 
however these commercial banks now do very little medium term export , 
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financing independently. They essentially act as agents for the J.E.I.Bo 
providing only that portion of the credit not provided by the J.EoloB. 
itself. 
UoS.Ao: Export - Import Bank 
Eximbank a Government Corporation was established in 1934 although its 
present financial scope and form of organisation date from 1945. All credits, 
loans and guarantees extended by it are made for the purpose of encouraging 
United States exports. 
Eximbank is bound by law to observe two principles which together 
reflect its activities. First, it must not compete with private capital. 
It is considered that credit for periods of up to one year can usually be 
arranged privately and therefore bank lendings tend to be in excess of one 
year. Second, all loans should be soundly backed. That is, the foreign 
debtor should be sound on his own account, and the exchange authorities 
should be willing to make the dollars available for repayment on the due 
date. 
Eximbank has a capital stock of $A 910,000. The Bank also has 
authority to borrow from the UoSo Treasury, limited in the aggregate amount 
outstanding at anyone time to approximately $A Sm. Loans, guarantees and 
insurance which the Bank may have outstanding at anyone time is limited to 
approximately $A 7,000m. 
Export credits financed by Eximbank may be put into two broad categories: 
those made on the request of UoSo exporters and those made on the request of 
UoSe commercial banks. With medium term credits it is usual for the foreign 
buyer to pay 20 per cent of the purchase price at the time of delivery. 
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The exporter carries 12 per cent and Eximbank finances the remaining 
68 per cent by purchasing the importer's bills without recourse to the 
exporter. A minimum cash payment of 10 per cent by the foreign buyer is 
now acceptable in some cases but the exporter must carry 15 per cent. 
To an increasing extent Eximbank participates in medium term 
exporter credits based on the credit judgement of private commercial 
banks which are prepared to finance at least 10 per cent of the invoice 
cost of the shipment without recourse to the exporter. With commercial 
bank participation in an exporter credit it is possible and usual for an 
exporter to deal entirely with a commercial bank without the necessity 
of presenting credit information to Eximbank. The commercial bank usually 
makes a preliminary enquiry of Eximbank to determine whether the proposed 
market and terms of sale would be acceptable. 
Inter American Development Bank 
The governments of some developing countries, notably Argentina, Brazil, 
Chile, India, Mexico, Nicaragua and Peru, have initiated medium term export 
credit schemes. Each of these countries has however, faced problems of lack 
of capital with which to finance such schemes. Within Latin America these 
problems have been lessened by the participation of the Inter American 
Development Bank (IoD.Bo) which has initiated a programme for the refinancing 
of intra-Latin American exports. In 1963 the Board of Governors of the IoDoB. 
set up a programme for the r e financing of medium-term export credits for 
intra-regional exports of capital goods o The programme operates with capital 
of $US 30m. offering finance for credits of six months to five years maturi ty. 
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Only capital goods may be financed under the programme and the goods mu s t 
originate in Lat i n American member countries of the I.DoB., that is, they 
must be produced in a Latin American member country from raw ma terials or 
parts originating in that country or other Latin American member countrie s . 
The programme operates through national agencies(87) which bear the 
f inancing burden for a certain portion of the credit and guarantee all the 
export paper they submit to the I.D.B. for financing. The I.D.B. provides 
finance by granting credit lines to the agencies. The I.D.B. credit lines 
may be used to refinance up to 70 per cent of the invoice value. Unless more 
favourable conditions are offered by competitorn, the importer must make a 
down payment of 20 per cent of the invoice value, the remainder being 
financed by the exporter. 
A wide variety of capital goods has been exported under the programme. 
For example, Argentina has exported farm machinery, textile machinery, 
telecommunications equipment, metal working machinery, tools and equipment 
to Chile, Colombia and Mexico; Brazil has exported vehicle s to Central 
America and steel matrices for stamping car bodies to Argentina; Peru h a s 
exported fishing vessels to Panama. 
EXPORT CREDIT INSURANCE 
The need for a sy s tem of export credit insurance has been felt in all 
major exporting n a tions whether or not specialised institutions as described 
above, have been established. This is so because the willingne ss of a 
banking inst i tution to provide fina nce f or medi um term export cred i t d epends 
2 
largely upon the bank having recourse against t h e exporter, a nd upon t h e 
2 That is, in the event o f non-payment by the ov er s e as b uyer t h e financing b ank 
has recourse on the exporter for repayment. 
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exporter being insured against the possibility of non-payment by the 
fore i gn buyer. Where finance is provided without recourse to the exporter 
the bank requires a Direct Guarantee of repayment issued directly from an 
insurance organisation to itself. 
Canada: Export Credits Insurance Corporation 
On capital goods and services, EoC.I.C. insurance is provided for a 
period of up to five years on a transaction by transaction basis. Policies 
f all into two broad types, namely, Contract Policies which cover risks from 
the time the order is received to the receipt of payment, and Shipment Policies 
which provide cover from the time of shipment to receipt of payment. 
Insurance is also provided in the National Interest when the term or amount 
is in excess of what E.ColoC. would normally undertake. For all policies the 
cover is up to a maximum of 85 per cent of the gross invoice value of the 
shipment. Direct Guarantees are not normally provided by EoCoI.C. Accordingly 
finance extended to exporters by Canadian banks is always granted with recourse 
upon the exporter concerned. 
France: Compagnie Francaise d'Assurance pour Ie Commerce Exterieur 
All export credits extended by B.FoC.E. over two years have to be insured 
by the Compagnie Francaise d"Assurance pour Ie Commerce Exterieur (C.O.F.A.CoE.). 
CoO.F.A.C.Eo policies cover 70 per cent to 75 per cent of commercial risks 
and 80 per cent to 90 per cent of political risks. The cost of export credit 
insurance varies with the risks covered and the country of destination of 
the export. 
Federal Republic of Germany: "Hermes". 
In Germany export credit insurance is granted by the government through 
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Hermes which deals with export insurance to private firms and individuals 
and through the Deutsche Revisions-und-Treuhand-AG, which is concerned with 
export insurance involving foreign governments. Export credit insurance is 
granted only where the overse~buyer is prepared to make part payment on 
delivery. Both commercial and political risks are covered with the exporter 
normally carrying 30 per cent of the commercial risks and 20 per cent of 
the political risks. The level of exporter participation may be varied up 
to 50 per cent for commercial risks and is dependent upon the degree of 
risk in individual cases. Since 1959 the German Parliament has authorised 
the Government to extend insurance cover with lower rates of exporter 
participation where the export transaction is considered a National Interest 
case. The cost of Hermes Insurance cover 'aries with the terms of payment, 
the amount involved and whether the buyer is a private firm or a foreign 
government. There is no difference between the rates charged for insurance 
on credit sales to different countries. For exports to a private customer 
there is a minimum charge of 1.5 per cent of the insured amount for the first 
six months of the credit plus 0.3 per cent for each additional three months, 
that is, a five year credit would cost a minimum of 6.9 per cent of the 
insured amount. 
In order to facilitate the receipt of credit, exporters may assign guaran-
tees to banks or other potential credit institutions. 
Japan: Ministry of International Trade and Industries 
In Japan, export credit insurance is wholly a governmental function 
administered by the Export Insurance Section of the Ministry of International 
Trade and Industries (MoI.T.I.). All insurance premiums and losses flow to 
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and from an export insurance Special Account established and financed by the 
Treasury. The rate charged for insurance on credit sales to "safe" countries 
is 0.36 per cent of the insured amount for the first six months of the credit 
plus 0.07 per cent for each additional three months, that is, a five year 
credit would cost a minimum of 1.6 2 per cent. For insurance of credit sales 
to high risk countries the above rates may be increased by two to five times. 
Premium rates may be halved where the transaction is covered by a letter of 
credit or where the overse~buyer is a government institution. 
United Kingdom: Export Credits Guarantee Department 
The Export Credits Guarantee Department (E.CoG.Do) was established in 
1919 to provide political risk and commercial risk insurance for United 
Kingdom exporters. It also provides, in certain circumstances, guarantees 
to banks and other financial institutions which provide finance for exports. 
The EoCoGoD. does not aim to make profits. Under normal commercial tran-
sactions, which occupies approximately 95 per cent of the business of E.CoGoDo, 
the organisation's liability must not exceed $A 2500m. Under business covered 
by a National Interest Clause, which occupies roughly 4 per cent of the business 
of EoC.GoDo, liability must not exceed $A 1000m. Medium term policies are 
issued on capital goods which are exported on extended credit terms. The 
length of terms is dependent in part on the number of years for which EoCoGoD. 
is prepared to offer insurance. EoC.GoD. takes account of at least two 
factors when determining the length of time a medium term policy will run; 
the useful life of the equipment, and the time it will take to produce revenue. 
The exporter insures each contract separately and is under no obligation to 
insure the whole of his export business wi th E.CoGoDo The value of the 
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insurance policy may be assigned as security to the commercial bank which 
provides the finance. 
Since 1960 E.C.G.D. has been authorised to insure credit terms in 
excess of five years where this is necessary to allow a U.K. exporter to 
match terms offered by a foreign competitor backed by export credit 
insurance. In addition JJpart period cover" was introduced for those cases 
where the foreign competitor offers particularly long terms but is not 
backed by credit insurance. In such cases E.CoGoD. has to be sure that 
the order will be lost unless the UoK. exporter can offer terms similar 
to those offered by the overseas firm. Where such a situation exists 
E.C.G.D. gives cover for the first five years leaving the exporter to 
offer terms in excess of this at his own risk. 
The risks covered by E.C.G.D. insurance policies may be divided into 
three groups. The first group comprises Commercial Risks of insolvency or 
the default of the buyer after acceptance of the exports; with these risks 
E.CoGoD. underwrites 85 per cent of the loss. Second, there are Non-
Acceptance Risks of the failure or refusal of the buyer to accept the goods 
exported where the exporter carries in full the loss up to 20 per cent of 
the invoice price and E.C.GoD. meets 85 per cent of the balance of the loss. 
Finally, there are Political Risks of exchange restrictions preventing 
remittance of funds or of restrictions on imports into the buyerrs country 
for which E.C.G.D. covers 90 per cent of the loss before shipment and 90 
per cent if the loss occurs after shipment. 
In February 196 2, EoC.GoD. introduced the "Full Percentage Cover" for 
medium term credit. Cover may be increased to 100 per cent from the normal 
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85 per cent to 90 per cent at no extra charge, on transactions involving 
credit of three years or more provided they have run satisfactorily for 
two years after acceptance. The full percentage cover was introduced to 
help exporters of heavy capital equipment who found it difficult to finance 
10 per cent of the contract price not covered by the E.C.G.D. guarantee. 
Insurance premiums charged by E.C.G.D. on export transactions sold on 
medium term credit vary from 1.0 per cent to 5.0 per cent of the insured 
amount depending upon whether the exports are to a low or high risk country. 
It is evident that in the U.K. the attitude of the commercial banks 
to the financing of export credit is largely dependent upon the facilities 
offered by EoC.G.D. Thus in 1953 one of the "Big Five,,3 was prepared to 
grant export credit up to five years without recourse to the exporter in 
so far as direct recourse to E.C.G.D. was available. The provision of such 
direct recourse to EeC.G.D. was formalised in 1954 when, in response to 
pressure from the banks, the government introduced Direct Unconditional 
Guarantees to be given to financing banks to secure them against losses 
arising from the failure of the buyer to pay. The Direct Guarantee is 
available on export contracts which meet the underwriting and "terms of 
goods" requirement of E.C.G.D., where the post shipment credit is two years 
or more and where the banks offer credit at an agreed fixed rate. The 
guarantee is an unconditional undertaking by E.CoG.D. to pay the bank 
concerned, three months after the due date, that part of the amount of any 
unpaid note guaranteed by E.C.G.Do on the security of which the bank has made 
3 
That is, Barclays, Lloyds, Midland, National Provincial and Westminster. 
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finance available. Normally, EoC.G.D. cover 90 per cent of the credit 
but full percentage cover may apply. A Direct Guarantee is issued to 
supplement the cover given to the exporter and the exporter's policy is 
amended to exclude losses covered by the bank guarantee, while a separate 
recourse arrangement is made between EoCoG.D. and the exporter, under which 
EoC.GoD. retains a right of recourse against the exporter for any payment 
made to the bank where it can be shown that the Department would not have 
been liable under the terms of the normal insurance cover. The bank's 
recourse in a case of non-payment is to EoC.GoD. not to the exporter who 
thus obtains his finance from the bank on a non-recourse basis. 
Apart from making bank finance more readily available, the Direct 
Guarantee offers the exporter no bett-er cover than a normal E.CoG.Do policy. 
Under a normal policy the exporter might be faced with a situation in which 
EoCoG.D. would say that there was no valid claim under the policy. With 
the Direct Guarantee the exporter might be faced with a demand from E.C.GoDo 
for recovery of money paid to a bank under the Guarantee. If the loss was 
due to the insolvency of the buyer, EoC.GoD. would claim the difference 
between 100 per cent and 85 per cent of the loss on the grounds that a 
normal E.CoGoD. policy only pays 85 per cent where the loss is due to 
insolvency or protracted default of the buyer. 
U.S.A.: (a) Foreign Credit Insurance Association 
The Foreign Credit Insurance Association (F.CoI.A.) is an association 
of seventy insurance companies formed to provide short and medium term 
insurance to exporters. Medium term insurance is available on a case by 
case basis. The F.C.I.A. will consider applications for a single sale to 
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a foreign buyer or a revolving sale to a foreign buyer. Should an 
exporter wish to insure on a whole turnover basis he may do so at a 
reduced premium. Medium term policies enable exporters to be covered 
against loss to the extent of 85 per cent of the insured amount for both 
commercial and political risks, unless the insurance is on a whole turnover 
basis in which case coverage is 90 per cent. 
Premium rates for medium term policies vary according to the term of 
payment and the country of the buyer. 
(b) Export Import Bank 
On condition that the overseas buyer makes 10 per cent to 20 per cent 
cash payment and a commercial bank advances funds to the exporter covering 
a percentage of the rest of the invoice value without recourse to the 
exporter, Eximbank will offer a Direct Guarantee to the bank against all 
political loss and most of the credit loss. In most cases Eximbank guaran-
tees are assignable to other financial institutions. This form of guarantee 
has encouraged commercial banks to extend more credit to exporters and has 
made it easier for commercial banks to discount paper to other financial 
institutions. 
Eximbank Direct Guarantees are limited to medium term export paper. 
Where a U.S. exporter seeks to supply capital goods with payments stretched 
over a longer period than five years commercial banks have been unable to 
. (49) 
obtain an EXlmbank guarantee. 
THE ROLE OF THE CENTRAL BANK IN EXPORT CREDIT FINANCING 
Central Bank participation in export credit financing has been of 
particular importance in those countries, such as the UoK., without 
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specialised institutions for the finance of export credit. However, as 
with the provision of export credit insurance, Central Bank participation 
is also an important feature of the export financing systems of many 
countries which do have specialised institutions. The influence of the 
Central Bank is exerted through its rediscount facility made available 
to intermediary export financing institutions. 
France 
In France "the idea that underlies the whole system (of export credit 
financing) is to allow the banks to mobilise their medium term assets by 
means of an organised system of rediscount". (81) This system is controlled 
by the Bank of France which permits the banker discounting the promissory 
notes representing the export credit to rediscount export paper at the 
Central Bank. Medium term export paper after being discounted at the 
commercial bank, endorsed by the B.FoC.E., and turned over to the Credit 
National, is placed in the portfolio of the Bank of France. Thus the 
banker is guaranteed unconditionally by the B.FoC.E. endorsement; BoF.C.E. 
can rely upon the insurance policy issued by CoO.F.A.C.E.; the Credit 
National has recourse to the B.F.C.E.; and finally the Bank of France is 
abundantly covered by the four signatures it requires before rediscounting 
such paper. 
The Bank of France interest rate for export paper is 3 per cent as 
. 4 
compared wlth 3.5 per cent standard Bank Rate. The Bank, which redis-
counts up to 90 per cent of the export paper at the special rate, rediscounts 
4 
As at February 1966. 
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export paper outside the rediscount ceiling arranged between the Bank of 
France and the individual banks. In this way, export finance is unaffected 
by credit restrictions. This means that medium term bills for exports are 
the best of the secondary liquid assets of the commercial banks. Given 
this degree of liquidity, the banks h old as many export bills as possible 
and rediscount facilities are used in the normal course of business. The 
authorities anticipated this and wishing to avoid large scale money creation 
by the Central Bank, for the purpose of rediscounting bills, intended that 
the Credit National should be used as the main rediscounting body. Contrary 
to their hopes, however, medium term credit has come to be mainly financed 
from Central Bank money creation. 
The Bank of France was empowered in 1960 to rediscount, in special 
cases,bills or terms longer than five years. 
Germany 
An essential feature of the German scheme is that A.K.A. does not use 
any large part of its own resources fo r the provision of finance and that 
once export bills have A.K.A. endorsement they are pla ced with the 
commercial banks. These banks in turn may rediscount export paper with 
the Bundesbank but, unlike the French commercial banks, seldom use this 
facility. Even with "B" line credit, where the Bundesbank directly 
provides funds for the finance of export credit, the amount of export 
paper taken to the Central Bank for discounting is very small. 
No special Central Bank discount rate applies to export paper. 
India 
Central Bank rediscount facilities are available for medium term 
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export paper despite the fact that the relatively small share of engineering 
and capital goods exports in total exports means that medium term export 
, , 11 'f 1 f' (71 pages 395-401) f~nance ~s a sma proport~on 0 tota export ~nance. 
The Reserve Bank of India does not itself rediscount medium term export 
paper but delegates the function to its subsidiary The Industrial Development 
Bank of India (I.D.B.). The I.D.B. makes the rediscount facility available 
to banks at a concessional rate of 4.5 per cent,S on condition that the 
primary lending bank provides the credit to the exporter at no more than 
6 per cent. This facility is granted up to five years. 
Japan 
The Bank of Japan rediscounts export bills up to six months. In the 
medium term field the Bank can assist only in pre-shipment finance. An 
exporter can draw 90 day bills against himself and discount these at his 
commercial bank. The commercial bank can then rediscount these at the 
Bank of Japan at 2 per cent below the rate for domestic commercial bills. 
United Kingdom 
The description of the refinance facility granted by the Bank of 
England will be lengthier than the preceding accounts of Central Bank 
facilities; first, because of the greater amount of documentation available 
in respect of the Bank of England ' s activities, second, because of the 
rigorous system established in the U.K. 
5 
The growth of medium and long-term credit facilit i es in this 
country over the last twelve years is a fascinating example of 
how the City works ... by a ... gradual movement towards acceptance 
of the need for new methods and the s ubsequent emergence of a 
basic pattern calling for co-operation between the Bank of 
England, the merchant banks, ioint stock banks, the E.C.G.D., 
and the insurance companies.( 2) 
Bank rate in India in April 1966, \Vas 6 per cent. 
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Since 1961 the Bank of England has been willing to refinance part 
of the finance provided by the banks in respect of transactions involving 
export credit of over three years. The contract must be covered by EoC.G.D. 
either by a policy issued to the exporter, the benefit of which is assigned 
to the bank or banks concerned, or by a policy supported by a Direct 
Guarantee to the financ i ng bank. Where these conditions are satisfied 
the Bank of England will stand ready at any time to refinance any instal-
ments falling due for repayment by the buyer to the financing bank within 
the eighteen months following application to the Bank of England, or, at 
the commercial bank ' s option, 30 per cent of the outstanding instalments, 
in each case to the extent to which they are covered by EoC.G.D. This 
facility is analogous to a rediscount but it is not described as such 
because the Bank of England does not buy the debt as it does when re-
discounting; instead it lends to the commercial bank against the collateral 
of the debt.(40) In pr i nciple, the scheme breaches the tradition of the 
London market that the commercial banks do not borrow direct from the Bank 
of England. 
Because participating banks have the right at any time to refinance 
instalments of eligible credits as they fall due within eighteen months, 
they can properly regard these instalments as corning within the category 
of liquid assets. In their monthly balance sheets the clearing banks 
therefore transferred the amounts involved from "Advances to Customers 
and Other Accounts" to "Other Bills Discounted and Re-Financeable Credits" 
where they rank as liquid assets for the purpose of calculating the 
III 
conventional liquidity ratio. 
When a bank wishes to take advantage of the Central Bank refinance 
facility it is necessary for it to supply the Bank of England with certain 
details of the underlying transactions. These are required because 
refinancing is effected on precisely the same terms with regard to the 
rate of interest and the nature of repayment instalments as applied to 
the original transaction. The financing bank assumes full responsibility 
to the Bank of England for the payment of interest and repayment of capital 
when due under the term of the original contract. This responsibility is 
in no way dependent upon the observance of the terms of the contract by any 
other party. 
As a result of this assurance of Central Bank assistance the commercial 
banks in 1961 carne to an agreement with the British Insurance Association 
under which they were to finance longer term credit jointly. With transactions 
eligible for Bank of England refinance the banks were responsible for medium 
term credit and the insurance companies for the longer period with the rate 
of interest fixed at 5.5 per cent for bank lending and 6.5 per cent for the 
funds provided by the insurance companies. Before 1961 the rate on medium 
term credit fluctuated 1 per cent above Bank Rate and consequently was 
usually between 5 per cent and 8 per cent. The rate on long term credit was 
7.5 per cent. 
In January 1965 the Bank of England supplemented its existing refinance 
facility to enable the banks to extend credit for eligible transactions at 
5.5 per cent, irrespective of the length of the credit given, thus to 
displace the 6.5 per cent credit financed by insurance companies. Under 
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the new arrangements the financing banks, in addition to the existing 
facility, have the right to refinance with the Bank of England, again at 
the rate applicable to the original lending, any part of an eligible 
export credit which has been outstanding on the bank's books for five 
years or more. However, amounts refinanceable under the arrangement do 
not rank as liquid assets in the bank's books. 
In this way the banks are assured that if they find themselves with 
more long-term paper than they wish to hold they are able to dispose of 
it at the Bank of England. This action will of course follow considerable 
discussion with the Bank concerning the use of these facilities, particularly 
at times when there may be a credit squeeze operating. Furthermore, the 
banks have agreed not to make use of these facilities simply to obtain an 
interest advantage. It happens in practice that approaches to the Bank for 
refinance are not often made by the large banks as the debt refinanceable 
under the 1961 provisions counts as a liquid asset and need not be turned 
into cash. 
From the point of view of the exporter the major significance of the 
Bank of England refinance facility is that it enables the commercial banks 
to provide export credit finance at a fixed rate. The exporter is thus able 
to engage in export promotion knowing that his credit-costs will not vary. 
The corollary of this is that the fixed rate will not necessarily remain at 
all times a concessional one. At the time of writing with Bank Rate at 
6 per cent a rate of 5.5 per cent on medium term credit is concessional but 
when in 1962 Bank Rate was at 4.5 per cent the rate was not a concessional 
one. 
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ATTITUDE TOWARDS LONGER CREDIT TERMS 
The UoSoA. is the most conservative of the major exporting nations 
with regard to the support of long term export credit. Eximbank has been 
reluctant to implement fully its long term guarantee programme for fear 
of violating the Berne Union agreement. Any relaxation of Eximbank 
activities is seen only in terms of "financial credits"; where a buyer 
in one country approaches a bank in the supplying country and obtains 
. (62 page 5) financing for his purchase, and not in terms of exporter credlts. 
The E.E.Co countries have also adhered to the Berne Union convention 
but, unlike the U.S.Ao, advocate a more flexible approach to the five year 
limit. The initiative for this action has been taken by The Union of 
Industries of the European Community calling for co-ordination of the 
policies of the Six and for wider harmony among the O.E.C.D. countries, 
including Japan. (59) 
The extension of Bank of England refinance facilities in January 1965 
must be seen as official condonement of exporter credits in excess of five 
years and reflects the support given in the UoK. long term export credit. 
Similarly in Japan, the insurance and banking authorities support exporter 
credits in excess of five years. 
SUMMARY OF FINANCE FACILITIES AVAILABLE OVERSEAS 
See Table VI-Ion the next page. 
The wide discrepancy in the capital resources of the special insti-
tutions must be taken to reflect the different basis on which each institution 
is financed rather than a difference in the priority given to export credit 
or a difference in funds available for export credit. 
TABLE VI-l 
EXPORT FINANCE FACILITIES IN SIX MAJOR EXPORTING COUNTRIES - FEBRUARY 1966 
<~ 
Country Institution Capital Interest Charged Loans Ceiling Central Bank 
Resources Cost to Exporter $A Rediscount 
$A Facility for 
Export Paper 
$A 42m. 'I~"4'~ $A 420m. CANADA EoFoCo 6% None 
FRANCE B.F.C.E. n.a. 4.5% n.a . 3.0% 
FEDERAL REPUBLIC 
OF GERMANY AoKoA. "A" $A 89m. 6.75 - 7.00% $A 89m. 
4.0% 
liB" $A 67mo 5.5% $A 67m. 
JAPAN Export Import $A 1020m. 4.0 - 5 . 5% n oa. None 
Bank 
UoK . Commercial Banks . . . . . . . . . 5.5% • • • • • 0 • 5.5% 
$A 910,000 (~t~ t-e'·-:"~ UoS.A. Eximbank 6 - 7/0 $A 7,000m . None 
- ----_ .. _-- --- --------
* The most favourable rate available 
td~ These rates apply as at end of June 1966 
,,~"l~,'~ An approximate figure which also includes Export Credit Insurance business 
Source: U.N. Export Credits and Development Financing Part One . 
Ordinary 
Bank Rate 
o • 0 . 00 • • • 0 
3.5% 
4.0/0 
• • • • • 0 0 • • • 
6.0/0 
• • 0 • • 0 • • • 
~ 
~ 
+' 
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The cost to the exporter of medium term credit is broadly similar 
in Germany, Japan and the U.K. U.S. and Canadian rates are similar to one 
another and are somewhat higher than those ruling in Germany, Japan and 
the U.K. The favourable Bank of France discount rate for export paper, by 
enabling credit institutions to finance credit at considerably lower rates 
than those charged for comparable domestic credit, means French exporters 
enjoy very low costs for medium term export credit. 
Extent Of Credits 
The following figures give some measure of the size of export credits 
in seven major exporting countries: 
TABLE VI-2 
EXPORT CREDITS EXTENDED IN SEVEN_MAJOR EXPORTING COUNTRIES 
Country 
I 
Canada 
Denmark 
Federal Republic 
of Germany 
Italy 
Japan 
U.K. 
U.S. 
Credit Outstanding 
$AM. 
II 
30.4.66 89 
31.3.66 143 
1964 167 
.'r 
31.3.66 200 
31.1 2 .64 1099 
31.12.63 1466 
('~-J~ 
30.6.65 243 
Source: (118) 
Exports in Corres-
ponding period 
$AM. 
III 
7143 
1860 
11888 
6430 
4329 
9000 
24416 
Credit as 
% of 
Exports 
IV 
1.2 
7.6 
3 . 1 
25.4 
16.2 
.9 
* This is a figure not of credit outstanding at a point of time but of credit 
granted over a period. A percentage figure in column IV is not therefore 
calculated. 
Bank finance only. 
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The most striking aspect of these figures is the extremely low credit 
figure for Canada, and the apparently small contribution made to exports 
credit by the commercial banks in the U.S. The relatively high cost of 
export credit in Canada and the U.S. is likely to be a contributory factor 
to these low figures. 
The encouragement given by governmental and banking authorities to 
the provision of export credit in the U.K. and in Japan is reflected in 
the high credit figures for these countries. 
The rise in importance of capital goods exports within Japan's total 
export bill has been attributed largely to the improvement of credit faci-
lities authorised by Japanese authorities. (72) Between 1961 and 1964 
exports of capital goods by Japan rose from 18.5 per cent of total exports 
to 24.5 per cent. In 1961, J.E.I.B. provided $A 290m. for medium term 
export credit; equivalent to 47 per cent of the value of capital equipment 
exports in the same year. Over the same period the commercial banks provided 
app~oximately $A 200m. Thus, allowing for down payments, virtually no self-
financing of capital equipment exports was needed by Japanese companies in 
1961. 
There are two principal limitations in comparing the amount of credit 
extended by overseas countries. The first difficulty arises from the fact 
that there is no common approach to measurement; some figures are in terms 
of Jlexport credits" and others in terms of "credit outstanding" at points of 
time. The second limitation is that for each country the basis of measurement 
is not always clear; for example, it is not made clear whether the above 
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figures of l'credi ts" correspond to the "value of export credi t granted" or 
to the "flow of trade capital".6 
Summary of Credit Insurance Facilities 
TABLE VI-3 
CREDIT INSURANCE FACILITIES IN SIX MAJOR EXPORTING COUNTRIES 
(FEBRUARY 1966) 
Institution 
Canada E.C.I.C. 
France C.O.F"A.CoE. 
Federal Republic 
of Germany HERMES 
Japan M.loT.I. 
U.K. E.C.GoD. 
U"S.A. F.C.I.A. and 
Eximbank 
Criteria For 
Country of 
Importer 
Canada 
France / 
Federal Republic 
of Germany 
Japan I 
U.K. I 
U. S oA. I 
Interest Charged 
% of insured sum 
on 5 year credit 
n.a. 
n.a. 
6.9/0 
1.6 - 8% 
1 - 5% 
n.a. 
Determining Interest 
Terms of Risks 
Credit Covered 
/ 
/ 
/ 
/ 
Maximum 
Cover on 
Commercial 
Risk 
85% 
70 - 75% 
50 - 70% 
90% 
85 - 100% 
85 - 90% 
Charged 
Private or 
Government 
Buyer 
/ 
I 
6 For a description of these measurements see Chapter III . 
Maximum 
Cover on 
Political 
Risk 
85% 
80 - 90% 
80% 
90% 
90 - 100% 
85 - 90% 
Sum 
Insured 
/ 
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Despite the existence of the Berne Union there appears to be little 
consistency in the terms under which export credit insurance is granted in 
the countries in question. In all countries insurance cover is higher for 
political risks than for commercial risks but the actual percentage cover 
varies considerably from country to country. It is difficult here to make 
an inter-country comparison of the cost of insurance cover, partly because 
of the incomplete data but also because in most countries the cost of 
insurance varies widely in accordance with the assessment of risk in each 
export transaction. It seems that of the countries considered, U.K. exporters 
enjoy the best credit insurance facilities and German exporters the poorest. 
There also appears to be a wide divergence in the percentage of total 
exports covered by export credit insurance; this ranges from 3 per cent in 
Canada to 27 per cent in the U.K. This low figure for Canada could mean either 
that few exports are sold on credit terms or that of those exports sold on 
credit term few are covered by export credit insurance. The small figure 
for export credits granted by Canada suggests that the former explanation 
is the most likely. 
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CHAPTER VII 
ADEQUACY OF EXPORT CREDIT FACILITIES IN AUSTRALIA 
THE NEED FOR EXPORT CREDIT 
In this chapter we will discuss the desirability, for Australia, of 
promoting exports through export credit and then consider the adequacy 
of the facilities in Australia for providing such credit. It is assumed 
throughout than an increase in exports produced efficiently (that is, 
from which it could be expected to gain continuing foreign sales) is always 
a desired goal. It is also assumed that market imperfections are present 
and that a subsidy element is contained in the provision of export credit. 
Allocative Effects of Providing Export Credit 
The principal allocative effects of providing export credit will derive 
from the extent of the increase in exports and the consequent shift of 
resources to the export industry. In the short run, the effectiveness of 
a switch from cash to credit or of an improvement in credit terms as a means 
of increasing exports will depend on the elasticity of demand overseas, as 
a measure of the response to the equivalent price reduction, and the domestic 
elasticity of supply as reflecting the ability of suppliers to meet an 
increase in demand. In a study conducted in 1967 by the Bureau of Agricul-
tural Economics in Canberra(87) it was concluded that 
the U.K. and (by assumption) the world demand 
for wool are price inelastic - a I per cent 
rise in wool prices is estimated currently to 
cause a fall of about 0.27 per cent to 0.40 per 
cent in the quantity of wool demanded. 
However, the elasticity of demand for Australian wool (as opposed to total 
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wool supplied) was estimated at about -1.0 and it was further concluded that 
with the growth in competition from synthetic fibres demand for wool has 
gradually become more price elastic, and that there are good reasons to 
expect a continuation of this trend. With respect to the export of capital 
goods by Australia, the considerable degree of competition in this field 
means that overseas demand is highly responsive to an equivalent reduction 
in the price of Australian exports. 
As with demand elasticities, elasticity of supply will be less for 
primary products than for manufactured goods. Abundant raw materials and 
a highly skilled, and mobile work force facilitate a high elasticity of 
supply for manufactured goods production in Australia. It has been estimated 
that elasticity of supply of Australian wool within an adjustment period of 
one year is less than 0.1.(19) However there is some scope for increasing 
supply elasticities for primary products as part of price stabilisation 
schemes and international commodity agreements. 
In the longer run the allocative effects of providing export credit 
will depend not so much upon elasticities of supply and demand b u t upon 
dynamic factors. It is within this context that the infant industry 
argument must be considered. It was seen earlier that the infant industry 
case for providing subsidised export credit may rest on one of t wo c ontentions . 
In the first place, the provision of subsidised export credit to an infant 
industry may enable it to benefit from economies of scale and so ch ange from 
an inefficient industry to an efficient one. A more plausible descripti on 
of the infant industry case is that the application of subsidised export 
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credit, to an infant industry which is producing efficiently but not 
exporting, will enable the industry to begin exporting and in this way 
expand production. It follows that an important requirement for the 
effective application of export credit is that the industries encouraged 
by the provision of the credit are capable of efficient production in the 
face of international competition. A situation which calls for the 
extension of export credit on infant industry grounds is thus where there 
is a substantial amount of efficient produ ction for the domestic market 
with little or no production for overseas markets. It will be seen that 
the quest ion of the 2 j equacy of Australian export credit facilities 
revolves mainly around the provision of medium term credit for which the 
relevant potential, in the infant industry context, is the production of 
1 
manufactured goods which is being conducted efficiently but with small 
or non-existent overseas outlets. Exports of Australian manufactured 
goods, excluding processed primary products, have increased from 6 per 
cent of total Australian exports in 1953-54 to 12 per cent in 196 2-63 and 
14.5 per cent in 1965-66. (With regard to future prospects the Vernon 
Report was optimistic particularly with regard to the iron and steel 
industry. Australia possesses two considerable advantages for the 
development of capital goods exports, high quality raw materials notably 
lead, zinc, copper, bauxite and uranium, and a growing pool of skilled labor.) 
1 
Capital goods export is associated with medium rather than short term 
credit because the importer requires longer credit than for the import of 
consumer goods on which returns are realised more quickly. 
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However, the Export Development Council calculate that in 1959 only 1 per 
cent to 2 per cent of total production in the general machinery industry 
was exported. The experience of four other manufacturing industries 
supports this contention. 
TABLE VII-l 
RELATIONSHIP BETWEEN EXPORTS AND OUTPUT OF FOUR AUSTRALIAN 
MANUFACTURING INDUSTRIES 
Industry 
Plastic Goods Manufacture 
Rubber Goods Manufacture 
Agricultural Machinery 
Motor Vehicles 
1963-64 
(~ 
Value of Output 
$M. 
124 
166 
103 
1078 
'j~ Source (94) 
'l'~"1'~ Source (88) 
'j'd~ 
Exports 
$M. 
2 .1 
1.6 
4.0 
6. 2 
Exports as 
% of Value 
of Output 
0.9 
3.9 
0.6 
Taken together, these figures show that the export of manufactured goods 
is large enough, in relation to total exports, to indicate their potential 
as an export item and small enough, relative to the total output of manufac-
tured goods, to justify special encouragement. The provision of export 
credit can provide this encouragement in a number of ways. The principal 
advantage will derive from exporters being able to offer favourable selling 
terms in overseas markets but there will also be gains arising from greater 
knowledge of the demand conditions and credit requirements in these markets. 
These facts are likely to have been unknown to the infant industries and will be 
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provided as an integral part of the export credit and credit insurance 
facilities. 
Another long run requirement for the successful application of export 
credit as a means of increasing exports is the ability to subsidise exports, 
through credit provisions, without prompting retaliation by overseas 
competitors. With export credit widely adopted as a means of promoting 
exports, competition between nations to offer better credit terms is as 
intense as the competition between them in the goods market. In this situa-
tion, the authorities in each country must find a balance between, on the 
one hand, offering inadequate export finance services and, on the other 
hand, offering facilities that are adequate but rendered ineffectual because 
of the overseas retaliation they engender. The possibility of retaliation 
can be lessened by ensuring in the first place that the cost of credit 
(comprising interest charged on the finance and premiums charged on the 
export credit insurance) is not consistently set far below the prevailing 
market rates in the exporting country, and second, that the length of credit 
lS period related to the commodity being exported, that is, that the credit period 
reflects the amount of time necessary for the importer to obtain a return 
from the purchased goods and so amortise the credit. The membership of the 
Export Payments Insurance Corporation in the Berne Union of National Export 
Credit Insurance Organisations ensures some measure of compliance with 
internationally agreed limits to the provision of credit but considerable 
responsibility still rests with individual exporters and the intermediaries 
that finance them. 
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Monetary Effects of Providing Export Credit 
The immediate monetary effect of a switch from cash to credit or an 
increase in credit terms is a strain on the exchange reserves of the 
creditor nation. A strong reserves position is therefore a prerequisite 
for this method of promoting exports. As indicated by the following 
figures, the size of Australia's reserves is not likely to restrict the 
extension of export credit facilities. 
TABLE VII-2 
THE RELATIONSHIP BETWEEN AUSTRALIAN EKPORTS AND GOLD 
AND FOREIGN EXCHANGE RESERVES 
Total Australian Exports 
During Year Ended June 
$M. 
1957 1950 
1958 1620 
1959 1620 
1960 1864 
1961 1850 
1962 2128 
1963 2123 
1964 2732 
1965 2575 
1966 2636 
Australia's Gold and Foreign 
Exchange Reserves at end of 
year 
$M. 
1132 
1051 
1033 
1024 
1100 
1097 
1225 
1672 
1354 
1375 
Source: (89) and (92). 
Reserves as 
% of Exports 
59 
65 
64 
55 
59 
51 
58 
62 
53 
52 
To the extent that export credit causes exports to rise, the subsequent 
monetary effect of a switch from cash to credit or of an extension of credit 
terms will be an increase in the foreign exchange reserves of the creditor 
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nation. This may be partly offset if the method of financing the credit 
is inflationary. Credit financing will be inflationary only where finance 
is provided by Central Bank money creation and this situation is not likely 
to eventuate in Australia where the method of providing export finance is 
firmly established within the normal business of the commercial banks. 
The successful application of export credit thus calls for five 
conditions: elasticities of demand overseas and of supply in the horne market 
sufficiently high for the equivalent price reduction to be effective; non-
retaliation from overseas competitors; potentially efficient export industries 
in the creditor nation; a strong reserve position; and a noninflationary 
method of financing the credit. None of these requirements appears likely 
to inhibit the extension of credit facilities in Australia. 
Some Alternative Methods of Promoting Exports 
An alternative to subsidising the provision of credit for exports is to 
subsidise the production of goods for export. An advantage of a subsidy on 
production is that it could be applied directly to that aspect of production 
or distribution that was potentially most efficient. However, as a method 
of promoting exports a direct subsidy on production is inferior to a subsidy 
applied through export credit. For those industries that sell in the domestic 
market as well as overseas, as do most Australian industries, much of the 
cost of subsidising production would not be devoted to exports but to that 
part of production consumed domestically. 
Similarly, the subsidy of export credit, because of its specific nature, 
is preferable to exchange rate depreciation as a method of promoting exports. 
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Unlike depreciation, subsidised credit secures an equivalent price reduction 
in exports without directly affecting the price of imports; the justification 
for applying subsidise.a export credit does not require a fundamental 
disequilibrium in the balance of payments. Furthermore, it is an advantage 
of export credit that it can be applied in a discriminatory manner. 
Another method of increasing exports is to negotiate tariff reductions 
either on a bilateral or a multilateral basiso However, Australia is not in 
a strong position to be able to secure bilateral agreements that would help 
promote exports of capital goodso Where the method of financing credit is 
inflationary an increase in exports would be gained on a more favourable 
basis by a reduction of tariffs by overseas importers. However, a unilateral 
tariff reduction is not a realistic alternative to a policy of subsidisaa 
export credit. 
In pragmatic terms, the provision of export credit is desirable if only 
because it has become an accepted feature of international trade which 
individual exporters cannot afford to withhold. 
ADEQUACY OF EXPORT FINANCE FACILITIES IN AUSTRALIA 
It is accepted by all parties that finance facilities in Australia for 
short term export credit are adequate. Credit of up to six months' duration 
is well within the established business of the trading banks and has never 
been in short supply. 
Relatively few Australian exporters experience difficulty in 
obtaining short term credit. It is attractive business for the 
trading bank with its quick turnover of funds and profitable export 
commissions. Furthermore, most of the transactions can be readily 
refinanced on the London market by the Australian banks should they 
wish to improve their liquidity position. The trading banks have 
become accustomed to short term export commitments and have been able 
to acco~date them within their long established practice of running 
a single overdraft account for each customer.(96) 
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There is not the same unanimity of opinion concerning the adequacy of 
facilities for financing medium and long term credit or even on the best 
way of judging whether these facilities are adequate. 
In Australia, as in other countries, the practical consideration 
of whether export finance facilities are adequate takes the form of a 
debate with established contestants. On the one side are the exporters 
themselves backed by organisations such as the Export Development Council; 
on the other side the banks who, whilst welcoming the additional business 
that export finance brings them, represent the conservative check to the 
more radical demands of the trading community. The protagonists are 
mirrored to some extent at a ministerial level by the Department of Trade 
and Industry and by the Commonwealth Treasury. It is known, for instance, 
that the Term Loan Fund was sponsored by Treasury largely as a counter to 
a much more ambitious export credit scheme then under preparation in the 
Department of Trade. 
The method of judging whether medium and long term export credit 
facilities are adequate is to measure the extent to which exporters make 
use of the facilities available. 
There are several indications that exporters are not availing themselves 
fully of all the resources at their disposal • 
••• there have been very few enquiries of banks 
involving finance for the medium period ... It 
appears that the banks have so far been able to 
approve, at least in principle, all applications 
put before them for medium and longer term 
finance.(108 para I 140) 
Reports from the banks indicate that there have been very few firm propositions 
for export finance through the Term Loan Fund. This contention is supported 
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by the figures obtained in Chapter III above. For the exports of 1962-63, 
abstracting from bank discounting, only 2 per cent were covered by medium 
term credit. Furthermore, the value of goods exported on medium term credit 
in 1962-63 represented less than 1 per cent of the value of production in 
1962-63 of manufactured goods (excluding food, drink and tobacco). 
Figures relating to export credit insurance have also been cited as 
evidence of the little use made of credit facilities by Australian exporters. 
For example, E.PoI.C. covers only 1/16th of Australian exports whilst in the 
1 (103) U.K. E.C.G.D. covers ~ of U.K. exports. This in itself is not a 
reliable guide to the extent of credit sales for exports. It might mean 
only that a smaller proportion of Australian exports sold on deferred 
payment terms are insured than are U.K. exports sold in this way. This is 
unlikely, however, and it must be concluded from this and other evidence that 
there has been, as yet, only moderate demand by exporters for medium and long 
term credit. 
Unfortunately, the under-utilisation of credit facilities by exporters 
may be interpreted in two quite different ways; it may be taken as an 
indication that the present system is quite adequate to meet current needs, 
alternatively, it may be seen as evidence that exporters avoid using the 
facilities because they fail to meet their requirements. The view that 
export finance facilities in Australia are little used because of weaknesses 
in the system can be judged only by comparing Australian terms, as outlined 
in Chapter II, with those available overseas, as described in Chapter VI. 
This comparison is made first with respect to medium term credit. 
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Medium Term Credit 
Funds Available 
With the establishment of the Term Loan Fund and the Export Refinance 
Corporation the supply of funds for export credit has been considerably 
augmented. The capital resources of these bodies is $ 200m. and $ 40m. 
respectively. These figures compare favourably with the resources 
available to overseas credit institutions as outlined in Chapter V although, 
as noted there, the discrepancy between the capital resources of various 
export credit institutions cannot be taken to reflect a difference in 
priority given to export credit. 
One source of funds that is not at present being used in Australia is 
the capital resources of the insurance companies. Insurance companies must, 
by law, invest 30 per cent of their assets in government and semi-government 
lUUl I ~j 
securities. If it can be eoLablioilc j that loans by these companies to the 
E.R.Co fall within this category they will receive the usual tax concession 
for such investment. This would mean in practice that they receive the 
equivalent of 6 per cent to 7 per cent interest on loans to E.R.C. instead 
of 5 per cent without allowance for tax concessions. This would make 
investment in E.R.C. an attractive proposition for insurance companies whilst 
at the same time adding appreciably to the funds available for export credit 
financing. 
Conditions of Provision 
Where an Australian exporter desires that payment for his goods should 
be made later than six months after the date of shipment special approval 
of the Reserve Bank is required under the Foreign Exchange Regulations. 
Under the present system this approval will not be given where the commodity 
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concerned has a ready sale in other markets on normal terms of payment. 
Where these "other markets" are able to absorb the whole of Australiafs 
export production and are likely to be able to do so in the forseeable 
future the six month exchange regulation is not harmful. Where however, 
there is declining demand in established markets or a desire on the part 
of Australian exporters to increase and diversify export outlets the 
criterion on which the six months regulation is based is unduly restrictive. 
It was seen in Chapter II that loans from the Term Loan Fund are made 
available for the export of capital goods and in some cases for activities 
associated with the supply of capital goods, such as installation costs 
where the installation of heavy equipment is a sizeable item. There appear s 
to be no criterion of efficiency in the granting of loans unlike that applied 
in Canada where for Trade Promotion Credits the capital goods should be of 
types for which because of efficient and economic production in Canada it is 
reasonable to expect continuing foreign sales. In so far as export credit 
is most efficiently granted on a discriminatory basis there is a strong case 
for the stipulation of an efficiency qualification when granting loans for 
medium term credit. 
A most significant deficiency of the Australian bankfs system of 
providing medium term credit to exporters is that the bank's facilities are 
basically designed for domestic lending using a single overdraft system. 
In measuring a customerfs overdraft the banks do not distinguish between 
credit for domestic operations and export. Consequently, any reduction 
in an exporter's overdraft, whether it be prompted by a Reserve Bank 
directive regarding the bank's overall liquidity position or by the bank's 
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own consideration of its liquidity position, severely limits the exporter's 
trading, if part of the funds lent to him are tied up for a relatively 
long period with an export transaction.(96) and (108 para 12097) This acts 
therefore as a strong discouragement to exporters considering whether to 
seek finance for sales on a credit basis. The banks themselves are also 
faced by liquidity problems associated with the provision of medium term 
credit and it is through the elimination of this that a remedy can be 
found for the liquidity problem of the exporter. 
Central Bank Participation 
The liquidity of the Australian trading banks as well as that of their 
customers, is placed under unnecessary strain by the present system of 
export finance. In the absence of an automatic Central Bank rediscount 
facility the Australian trading banks lose liquidity by discounting export 
bills. The London market may be used by the Australian banks to refinance 
short term transactions but does not deal in transactions longer than 180 
days. Central Bank rediscount facilities in the UoK. and other countries 
have been discussed at length at an earlier pointo If a comparable facility 
were provided by the Reserve Bank of Australia the trading banks could regard 
much, if not all, of their export paper as a liquid asset and as a result 
would be more willing to engage in financing export transactions involving 
over 180 days credit. Furthermore, the banks would then be prepared to 
distinguish between customers' overdrafts incurred for domestic purposes and 
those associated with export credit transactions. This in turn would 
diminish the liquidity problem faced by exporters using the present facilities 
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for ffi€dium term export credit. A further benefit derived by the exporter 
would be that the banks, given an assured rediscount facility, would be 
able, as are the commercial banks in the U.K., to offer export credit at 
a fixed rate which does not fluctuates with the general structure of 
interest rates. 
By way of qualification, reference should be made to the system of 
rediscounting as it operates in France as evidence of the dangers of Central 
Bank participation when applied excessively. The feature of the French 
system that would have to be avoided if Central Bank rediscounting were 
introduced in Australia is the inflationary financing of export finance 
by Central Bank money creation. 
Cost of Credit 
Another deficiency of the Australian banks' system of financing exports 
arises from interest rate policy. It was reported by the Vernon Committee 
that with respect to medium term export finance: 
Facilities have been improved by the Term Loan 
Fund and Export Refinance Corporation but in 
comparison with the terms available to Australia's 
competitors the terms, especially interest rates, 
do not appear generous.(108 para 12.97) 
It was further reported that between 1956 and 1965 "interest rates charged 
on term loans were required to be consistent with general interest rate 
policyJl. (108 Appendix I) Other than this broad statement little information 
about interest rate policy is available. J. Wilczynski in "Trade Between 
Market and Centrally Planned Economies", Economic Record, December 1965, 
page 596, has estimated that the interest rate charged to China for wheat 
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sales then being made was probably 5~ per cent or lowero Compared with the 
rates charged in overseas countries as shown in Chapter VI of this thesis, 
this is not unfavourable. However, with the participation of the Australian 
Wheat Board these sales must be regarded as falling outside the general case 
of export transaction. The requirement that interest r ates charged on term 
loans must be consistent with general interest rate policy in itself need 
not have put Australian exporters at a disadvantage with overseas competitors 
if general interest rates in Australia were sufficiently lower than those 
overseas to compensate for the existence of preferential rates on export 
paper in these overseas countries. As this was not the case, Australian 
exporters were in fact placed in an unfavourable competitive position. 
If the facilities in Australia for financing exports are to be as favourable 
as those available in most overseas countries then, as a prerequisite, interest 
rates on export paper should not be geared solely to domestic lending rates 
but should also be related to the rates offered by overseas competitors in 
financing the sale of similar products. This is the principle employed ~n, 
for example, C .nada where the E.CoIoCo imposes no ceiling on the rates 
charged but in the event of the cost exceeding that currently being charged by 
the U.S. Export-Import Bank reviews the rate to ensure that it is not impeding 
business. 
Long-Term Credit 
Apart from loans from the Term Loan Fund and the Export Refinance 
Corporation, the provision of finance for granting long term credit on the 
export of large scale capital projects (such as hydro electric plants, steel 
mills and transport installations) is not provided for in Australia. In 
134 
view of the small role played by such business in Australian exports this 
is to be expected. However, as there is considerable potential in 
Australia for the export of large scale capital projects, the facilities 
available overseas for financing such projects may be noted briefly. 
The type of facilities provided overseas include: Tied Loans on a 
government to government basis; Government supported loans similar to 
those advanced in the U.K. by the Export Credits Guarantee Department, and 
in the U.S.A. by the Export-Import Bank; and Financial Guarantees of the 
type made by E.C.G.D. supporting long term loans made by financial insti-
tutions to overseas buyers. 
All of these arrangementspossess two features each of which should, 
strictly speaking, exclude them from the category "export credit". In the 
first place, they correspond more closely to general aid than to export 
credit; the terms granted frequently have no relation to the life of the 
goods traded. In the second place, each of these facilities provides for 
funds to be extended to the overseas buyer direct, in order that he may 
pay for his purchase immediately. On the criterion established earlier 
such a transaction would be classed as "cash" not "credit". 
Export Credit Insurance 
The capital resources of E.P.IoC. are set at $ 2m. and the Corporation 
is authorised to assume liabilities at anyone time under policies given 
to exporters to a maximum of $ 100m. In 1962-63, when the $ 100m. limit 
also applied, the value of U.K. exports covered by EoC.G.D. was 16 times 
greater than the value of Australian exports covered by E.P.I.C., however 
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the liabilities EoC.GoD. was allowed to assume were 25 times greater than 
those allowed to E.P.I.C. 
The percentage cover offered by E.P.I.Co compared with that granted 
by other export credit insurance organisations is quite favourable: 
TABLE VII-3 
E.PoI.C. COVER COMPARED WITH THAT OF OTHER CREDIT INSURANCE ORGANISATIONS 
Commercial Risk Political Risk 
70 % 
Australia 85 -100 95-100 
Canada 85 85 
France 70-85 80-90 
Federal Republic 
of Germany 50-70 80 
Japan 90 90 
U.K. 85-100 90-100 
U • S .A. 85-90 85-90 
In line with reform introduced in the UoK., E.P.IoCD unconditional 
guarantees, issued on credit transactions in excess of two years, in 
September 1965 became available for contracts valued at over $ 50,000 
(previously $200,000). Since that date the financial limit has been 
abandoned altogether in the U.K. in cases where the banks offer credit at 
a fixed rate of 5.5 per cent. A similar reform would be a logical step 
for Australia to take. It could only be taken, however, in conjunction 
with the introduction of Central Bank rediscounting of export paper as a 
2 
pre-requisite of fixed rate financing by the trading banks. 
2 For the connection between Central Bank rediscount facility and fixed rate 
export financing by the commercial banks see Chapter VI. 
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Cost Of Insurance 
During the five years to July 1965 the face value of business insured 
by E.PoI . C. rose from $ 42.2 m. to $ l27.4m. During this time reserves 
increased from $ 0.2m. to $ O.Smo, whilst premiums declined from $ 1.lS 
per cent to $ 0.S5 per cent for short term business up to lSO days.(24) 
A rate of 0.S5 per cent is quite favourable compared with that of 1.5 
per cent charged by Hermes to German exporters but considerably above the 
rate of 0.36 per cent paid by Japanese exporters. It is against such 
overseas rates that E.PoIoC. charges should be geared and not solely 
against the level of EoP.IoC. business and reserveso 
Summary of Adequacy Of Export Credit Facilities In Australia 
The export potential and economic conditions necessary for the successful 
application of export credit are present in Australia and although there is 
doubt as to the use made of existing finance facilities, comparison with 
conditions in a number of overseas countries reveals deficiencies in 
the Australian system. These deficiencies can best be overcome within the 
framework of the existing system and not by the establishment of a special 
export bank. Such an institution would be called for only if there were an 
acute shortage" of funds for export finance or a strong reluctance on the 
part of the commercial banks to engage in export financing. Neither of these 
conditions exist. Of the changes that could be introduced, greater parti-
cipation by the Reserve Bank by providing rediscount facilities for export 
paper would ease the liquidity position of the trading banks and exporters 
whilst making possible fixed rate financing by the banks. In addition, interest 
rate policy would be more appropriate if geared more towards equivalent rates 
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charged overseas and less towards the general structure of interest rates 
in Australia. 
Concurrent with these changes, it would also be useful, in measuring 
the effectiveness of credit, to have improved records of credit granted, 
particularly with respect to that financed by the Australian trading banks. 
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APPENDIX I 
BILLS OF EXCHANGE 
A bill of exchange may be either "clean" or Jldocumentary".(2 po 28) 
A clean bill is one not accompanied by documents relative to the shipment 
involved. This means that no responsibility is placed on any of the 
parties concerned to require fulfilment of any conditions relating to 
payment other than the responsibility of carrying out the drawer's 
instructions without negligence. Almost invariably a trade bill will be 
supported by a set of documents which will enable the importer to identify 
the payment he is being asked to meet and will provide him with good title 
to the goods involved. Generally the set of documents will comprise a 
certified invoice and certificate of origin, a marine insurance policy, 
and a full set of bills of lading. 
The exporter may draw one of two types of documentary bill; a 
Documents Against Payment bill (Dip bill) or a Documents Against Acceptance 
bill (D/A bill). With the former the exporter draws a sight billIon the 
overseas buyer, attaches the shipping documents, and hands the bill to his 
bank with instructions to forward the bill for payment and to deliver the 
documents to the buyer only after payment. With the DIA bill, the exporter 
draws a term bil1 2 on the overseas buyer, attaches the shipping documents, 
and hands the bill to his bank with instructions to obtain acceptance of 
the bill, hand the documents to the buyer only after acceptance and to 
obtain payment of the amount of the bill on the due date. 
1 
That lS, payable on demand. 
2 That is, payable at some further date e.g. 50, 60, 90 or 180 days after sight. 
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The Dip bill is not always regarded as a credit instrument as the 
exporter retains control of the goods until payment is received. On the 
criterion of a lag between shipment and payment it is eligible however. 
Credi t risks associated with the Dip bill will rise if the bill is not paid 
on presentation and the goods are lying in an overseas port incurring customs 
dues, warehouse and insurance charges and other incidental expenses. When 
a D/A bill is drawn the seller must rely upon the credit standing and 
business integrity of the buyer. Even though the exporter has a right of 
action on the bill if not paid, this may prove expensive to implement in 
an overseas country. 
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APPENDIX II 
LETTERS OF CREDIT 
The extent to which a beneficiary can rely upon a bankerrs letter of 
credit depends upon the responsibilities undertaken by the banks concerned, 
and these responsibilities depend upon the types of letter of credit 
established. 
1) Irrevocable Credit. 
An irrevocable letter of credit is one which after issuance cannot 
be amended or cancelled without the agreement of all parties concerned. 
In particular this means that the beneficiary is assured that the 
letter of credit cannot be taken away from him, or the terms altered 
in any way, unless he is in agreement. This type of credit is 
"a definite undertaking on the part of an issuing bank and constitutes 
the engagement of that bank ... that the provisions for payment, accep-
tance or negotiation will be duly fulfilled provided that all the 
d d .. f h d . 1· d . h" (116) terms an con ltlons 0 t e cre It are comp le Wlt . 
These letters of credit have a high standing in the commercial world 
when issued by reputable banks and are the type usually required in com-
mercial transactions. 
2) Irrevocable and Confirmed Credit. 
A conf irmed credit carries the undertaking given by a bank other 
than the issuing bank (frequently by the advising bank). This 
undertaking is in the same terms as that given by the issuing 
bank, that is, that all drawings under the letter of credit will 
be duly honoured, without recourse to the drawer, provided that 
all terms and conditions of the letter of credit have been complied 
with. Hence the letter of credit which is irrevocable and is 
confirmed by another bank bears the guarantee of payment of t wo 
banks. It has a higher standing than an irrevocable letter of 
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credit, but it is more costly since the confirming bank makes 
a charge for adding its confirmation. When the issuing bank is 
a well known, first-class bank,confirmation has little practical 
value, but if the issuing bank has small resources and is little 
known, or if economic or political conditions give rise to doubts 
regarding the issuing country, the beneficiary will seek to have 
added to the letter of credit the confirmation of a bank whose 
reputation and standing he is aware of. 
3) Revocable Credit. 
A revocable letter of credit can be altered or cancelled at any 
time without the consent of the beneficiary. Legally it is not 
necessary for the issuing or advising bank to inform the benefi-
ciary of alteration or cancellation, but it is customary practice 
to do so. It is usual commercial practice for issuing banks to 
regard as valid any negotiations or payments made by negotiating 
or paying banks prior to receipt by them of notice of cancellation. 
Revocable credits merely serve as a means of arranging payment 
and afford the beneficiary no protection prior to negotiation or 
payment of the drawing. 
It is only with the irrevocable letter of credit that a contractual 
relationship exists between the issuing bank and the seller.(68) This 
is so even though the element of "consideration" is difficult to identify. 
A further legal problem arises because the banker is not directly concerned 
with the contract of sale, only with the contract relating to the finance 
through the letter of credit arrangements. It follows that all the types 
of letter of credit mentioned above have one important factor in common. 
They all provide for payment to be made against documents representing 
goods and not against the goods themselves. If the documents appear on 
their face value to be in accordance with the terms and conditions of the 
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letter of credit then the negotiating and/or paying bank is bound to 
honour its undertaking and can be sued by the beneficiary if it does not. 
But if the documents appear on their face not to be in accordance with the 
terms and conditions of the letter of credit, then the bank is at fault if 
it pays and cannot claim reimbursement from the applicant for the credit, 
1 
the buyer. In general, it is the beneficiary who suffers most from 
incorrect documents. If the documents are not in order the beneficiary, 
in effect loses the protection afforded by the letter of credit. Either 
the Australian bank will refuse to negotiate the drawing, or it will 
negotiate only if the beneficiary gives an indemnity safeguarding the bank 
against any loss they might suffer through not following the instructions 
2 
of the issuing bank. 
1 
See Rayner v Hambros Bank Ltd. (1943) lK.B.37. 
2 
For detailed description of documents required see (32). 
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APPENDIX III 
BOARD OF TRADE INQUIRY INTO THE QUANTITATIVE IMPORTANCE OF EXPORT CREDIT 
It was concluded by the Radcliffe Committee in August 1959 that not 
enough was known about the various aspects of international export credit. 
As a result of this decision an inquiry was conducted by the Board of 
Trade into the structure of export credit extended to or received from 
other countries at the end of 1962 and the end of 1963. 
The inquiry was in the form of a questionnaire sent to firms and the 
1 
results were based on 3132 completed returns. The international trading 
and credit transactions of oil companies were excluded as were those of the 
central government and public corporations. 
The questions covered the maturity distribution of outstandings, the 
geographic distribution, the amount provided by firms themselves and the 
amount in the form of bills and promissory notes discounted, and the extent 
to which E.C.GoD. was providing credit insurance. With respect to credit 
extended by U.K. exporters the questions asked (on Form TCEXA) may be 
summarised as follows: 
for each category of export credit, that is, short, medium and long -
1) Total credit extended by reporting company to customers abroad 
in respect of UoK. exports and other sales of goods, and related 
services which was outstanding at given dates. 
2) The proportion of the above in the form of unmatured bills of 
exchange or promissory notes etc. relating to credit extended which 
were owned by the reporting company but lodged with a bank in the 
U.K. (but not discounted or assigned). 
1 For a summary of results see (42). 
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3) Nominal value of bills of exchange or promissory notes which 
had been discounted or assigned by the reporting company and 
which had not matured at given dates. 
4) Value of cover provided by E.C.G.Do in respect of the amount 
outstanding at given dates. 
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Definitions 
Trading Transactions ...... Exports, imports and re-exports of goods from 
the U.K., and the purchase and sale of goods 
abroad which did not enter the U.K. or were 
merely trans-shipped in the U.K., including any 
charges for services which formed part of the 
contract, e.g. installation charges. 
Credit Outstanding The difference between the value of goods and 
services provided under contracts with overseas 
residents and payments received. 2 
Contract ...•.............. Only credit concerned with contracts for which 
a U.K. company acted as principal or as leader 
of a consortium was included. 
2 
This corresponds to the concept Flow of Capital used in Chapter III of 
this thesis. 
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